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Editorial Comment 


POLITICAL PLATFORMS OF 1936 


ANKERS will quite naturally be interested with 
B other citizens in the platforms to be put forth by 

the two leading political parties as bids for the ap- 
proval of the electorate in November. Peculiar interest, 
among bankers, will attach to the declarations respecting 
the Government’s fiscal and monetary policies. 

The Democratic platform of 1932 advocated immediate 
and drastic reduction of governmental expenditures, to be 
obtained by abolishing useless commissions, departments 
and bureaus and eliminating extravagance, to accomplish 
a saving of not less than 25 per cent. in the cost of Federal 
Government. It favored “a sound currency to be pre- 
served at all hazards.” 

The party and the Administration have been subjected 
to much criticism for failure to carry out the first of these 
declarations. 'To which the obvious rejoinder could be 
made, that at the time the Democrats underestimated the 
wreckage left by their predecessors in office, and how ex- 
pensive would be the job of its adjustment. Or, like 
Benedick, who having declared that he would die a bachelor, 
when marriage was impending, said that he had not ex- 
pected to live until he became a married man. Or they 
could take the somewhat cynical view attributed to the late 
Chauncey M. Depew, who as a railroad man said that plat- 
forms were not made to stand on but to get in on. 

Primarily, party platforms are designed to attract votes. 
They are inevitably subject to danger from two sources. 
If they are specific in their promises, changed conditions 
may make it difficult or even impossible to fulfill them. On 
the other hand, if the pledges are not definite, they are open 
to attack because of being vague and practically meaning- 
less. In the light of events, the Democratic platform of 
1932, pledging a drastic reduction of expenditures, erred in 
being too specific. 

When attacks are made on the pledge in that platform 
in regard to a sound currency, the reply will doubtless be 
made that with a currency supported by $10,000,000,000 
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of gold, that promise has been kept. But the Republicans 
will have an answer to this claim. 

It may be safely predicted that the Democratic plat- 
form of this year will uphold what has been done by the 
Administration in respect to money. Nor can it be expected 
that the Republican platform will come out for a real 
redemption in gold coin of the various forms of paper 
currency in circulation. 

Soon after its birth the Republican party gave to the 
country the National banking system, which still exists. 
The Federal Reserve and the Banking Act of 1935 were 
the gifts of the Democrats. 

Both parties have many monetary sins to answer for, 
though in recent years the Democratic party has committed 
more of them than its antagonists, possibly because its 
opportunities were greater. 

Irrespective of the platforms to be adopted at Cleve- 
land and Philadelphia, voters in November should have no 
great difficulty in making up their minds. If they approve 
what has been done, they will vote for Roosevelt; if they 
don’t, they will vote for the other fellow.. In either event, 
the country will survive. 


AS TO PANACEAS 
G Roosevelt at Baltimore some weeks since, President 


Roosevelt took occasion to refer in a sarcastic vein to 

some proposals made by “an eminent author” for 
bettering our present economic situation. The President 
stated that he had picked out this panacea at random. But 
from the importance he has attached to his monetary poli- 
cies, it is only fair to infer that he regarded these proposals 
as worthy of special concern. In order to place them in 
their proper setting, it will be best to quote what the Presi- 
dent said: 

For the next few months you are going to be thoroughly bored by 
so-called answers. There are two or three new panaceas in every day’s 
paper. Here is one, picked out at random from three on the same page 
of one newspaper. The eminent author suggests a four-point cure for 
all our ills. I hope you will be as thrilled and excited by them as I 
was. Here they are: 


1, Establish a monetary unit with a definite gold content, subject 
to change only by Congress. 
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2. Restore convertibility of money into gold coin and _ private 
ownership of gold. 

8. Accept responsibility as the world’s greatest creditor nation. 

4, Put Federal finances in order. 

I ask you what do panacea planks like these offer to you as a way 
out of the problems that you had today and will get up to face tomor- 
row? Is there opportunity, is there work today, is there assurance for 
tomorrow, is this the practical, definite answer you are looking for? 


Despite the President’s rather scornful allusion to these 
proposals, there is a considerable weight of sound opinion to 
the effect that, while in no sense a panacea, they do offer 
as much hope for extricating the country from its difficul- 
ties as may be found in a number of the strange experi- 
ments actually employed. This view would have received 
striking confirmation had the President seen fit at any time 
to test the effects of adopting proposals one, two and four. 


THE GREAT ILLUSION 
Cy ee ee with the perplexing problems that 


have confronted the country since 1929, have we not 

all been laboring under a great illusion? We seem 
to have cherished the belief that, having recklessly defied 
the rules of economic health, by some feat of legerdemain 
we could escape the penalties which such violation inescap- 
ably brings in its train. Many expedients to uphold this 
belief have been employed, and they may have postponed 
the settlement, but have not rendered the final accounting 
any the less inevitable. Payment in part has been made; 
the balance must be settled by future generations. 

If we were half as much concerned about discover- 
ing and applying preventive measures as we are in re- 
sorting to extraordinary curative schemes, conditions such 
as we have lately experienced might be made much less 
frequent and severe. It would be presumptuous to pre- 
scribe these remedies, though their nature may be indicated 
without incurring this reproach. They are disciplinary in 
their character, involving such old-fashioned principles as 
sacrifice, economy and hard work. They demand strict 
adherence to sound principles of finance by governments 
and individuals, and call for balanced relations in industry 
and trade. 
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Let it be remembered always that deflation, which is 
painful, is the unavoidable penalty of inflation, which is 
pleasant. And while nature need not take its course, as 
regards inflation, it will do so in every case where that sin 
has been committed. 

Under the spell of the great illusion, are we now con- 
templating with too much composure a fresh excursion 
along the primrose path? 


THE MENACE OF INFLATION 
Hi imports of gold in recent weeks, resulting in 


a considerable increase of already swollen excess 
bank reserves, have given fresh concern to the poten- 
tial dangers of inflation. 

Much light is thrown on this problem by a study of the 
subject made by Col. Leonard P. Ayres, vice-president of 
the Cleveland Trust Company. He concludes, after re- 
viewing the history of inflation in several Kuropean coun- 
tries, “that price inflations develop when business activity 
increases toward prosperity in countries that have recently 
greatly expanded the volume of their non-redeemable paper 
money, and that these price inflations grow rapidly to 
serious proportions if the countries continue to operate with 
badly unbalanced national budgets.” 

It might be well to consider how nearly we are approach- 
ing these conditions in the United States. 

While Col. Ayres finds that “the borrowing processes 
which our Government has followed during the depression 
have been of a type which increases the volume of money,” 
and that “there are many similarities between this procedure 
and the methods followed by Germany, France and Italy 
in their inflationary periods,” he thinks that five requisites 
for serious inflation in this country are a business boom, 
an actively rising stock market, a period of bank credit 
expansion, the stopping of gold exports, and a continuing 
national deficit, and that inflation of this kind “does not 
appear to be a probable development for 1936, 1937 or 
1938.” 

Further light was thrown on this subject by Dr. Benja- 
min Anderson, Jr., economist of The Chase National Bank 
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of New York. Dr. Anderson’s argument was confined 
principally to the taxation bill then pending in Congress, 
but in the course of this argument he had the following to 
say regarding the inflation of bank credit: 


“To win the war and to accomplish the vast transforma- 
tions needed to win the war, we expanded bank credit in 
the United States by $5,700,000,000 of deposits and by 
seven billions in loans and investments. Between the middle 
of 1922 and early 1928, however, we expanded bank credit 
in the United States by 131% billion dollars in deposits and 
1414 billion dollars in loans and investments—an unneeded 
expansion, which commerce would not use and which went 
instead into capital uses, speculative uses and even consump- 
tion uses, and very especially into real estate mortgages in 
banks, stock and bond collateral loans, bank investments in 
bonds, and installment finance paper. The results were the 
wildest boom and the greatest smash of modern times. 

“Responsibility for the control of the volume of bank 
credit expansion rests, not with the individual banks, but 
with the Federal Reserve System. 

“A $600,000,000 increase in member bank reserves be- 
tween the middle of 1922 and early 1928 sufficed to permit 
the expansion of 131% billions of deposits and 141% billions 
of loans and investments in the commercial banks of the 
country, with the disastrous results we know. At the 
present time, however, we have excess reserves of approxi- 
mately $2,700,000,000. Bank expansion is moving with 
great rapidity. The member banks of the Federal Reserve 
System alone show an increase of deposits from June 30, 
1933 to December 31, 1935 of $8,821,000,000, or 38 per 
cent. To this should be added a substantial sum for non- 
member commercial banks. Commercial loans have not 
risen in this period. But United States Government se- 
curities, including those fully guaranteed by the Govern- 
ment, in the holdings of the member banks, have increased 
by 5 billions, 382 millions, or 78 per cent. between these 
same dates. Assuming the continuance of present policies, 
and assuming the coming of strong business confidence and 
confidence on the part of speculators, the outlook for the 
abuse of bank credit is ominous in the extreme.” 


Undoubtedly the ominous nature of this menace will 
become increasingly evident as business grows more active 
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and the optimistic disposition of manufacturers and traders 
is enlarged. ‘The danger may not be immediate, but Col. 
Ayres and Dr. Anderson have performed a notable service 
in thus strikingly directing attention to its serious possibili- 
ties in the future. 


TRUST POWERS OF NATIONAL BANKS 


FFECTIVE June 1 several regulations have been 
iy promulgated by the Board of Governors of the Fed- 
eral Reserve System imposing more stringent control 

of the exercise of trust functions by national banks. 

These regulations provide that all national banks exer- 
cising trust company powers must establish an investment 
committee, composed of three members, this committee to 
have exclusive charge of the investment and sale of funds 
in the trust department. If funds of a trust account are 
used by a bank in the conduct of its business, they are to 
be replaced in the account by Government bonds or other 
readily marketable securities. A general principle govern- 
ing the investment of trust funds requires that funds re- 
ceived or held by a national bank as fiduciary shall not be 
invested in stock or obligations of, or property acquired 
from, the bank or its directors, officers, or employes, or 
their interests, or in stock or obligations of, or property 
acquired from, affiliates of the bank. 

This principle is further extended by providing that a 
trustee or fiduciary should not have any interest, direct or 
indirect, in the funds of a trust, except as a fiduciary, and 
this requirement contemplates that the national bank will 
not invest trust funds in the obligations of any organization” 
in which officers, directors, or employes of the bank have 
such an intérest as might affect the exercise of the best 
judgment of the management of the bank in investing 
trust funds. This requirement shall not be deemed to pro- 
hibit investments which are expressly required by the instru- 
ment creating the trust, or by court order. 

In passing upon applications of national banks to exer- 
cise trust company powers, consideration will be given to 
such matters as sufficiency of capital and surplus, needs of 
the community for such service as indicated by the probable 
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volume of trust business, the general condition of the apply- 
ing bank, also the character of its management, particularly 
with relation to the qualifications of those to have charge 
of the trust department. 

That trust departments have become an important 
feature of national bank operations is shown in the Annual 
Report of the Comptroller of the Currency for 1935. At 
the end of June, 1935, authority to exercise trust powers 
was held by 1932 national banks. The Comptroller said 
that the continued development of trust activities in national 
banks was further emphasized by comparing the record in 
1935 with that of 1926 which reflects an increase during the 
9-year period of 120,459, or 462.36 per cent. in the number 
of trusts being administered; an increase of $8,328,963,270, 
or 903.04 per cent., in the volume of individual trust assets 
under administration, and an increase of $9,141,591,710, or 
371.07 per cent., in the volume of note and bond issues 
outstanding for which national banks were acting as trus- 
tees. That the growth in earnings from trust department 
operations has kept pace with the increased volume of trusts 
which have been intrusted to the administration of the banks 
in the national banking system is revealed by the fact that 
during the fiscal year ended June 30, 1935, gross earnings 
aggregating $26,479,000 were reported as against $23,616,- 
000, in 1984, representing a gain of $2,863,000, or 12.1 per 
cent. over 1934, and an increase of $18,224,000, or 220.8 
per cent. over 1926. 

While the regulations recently made public are not all 
new they are such as generally will tend further to increase 


the safety of the handling of trust funds by the national 
banks. 


FLIGHT OF FOREIGN CAPITAL TO THE 
UNITED STATES 


ITH our own capital market stagnant, it is anom- 
alous that we should be in fact importing capital 
in large volume from Europe. But this importation 
can hardly be said to be the result of a wish on our part for 
foreign funds, since we have a plethora of our own. In 
reality it represents in part the fear engendered by political 
and economic conditions in some of the European countries, 
and to some extent it represents a desire to invest in Ameri- 
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can securities as offering greater safety and profit than can 
be had elsewhere. But a large part of foreign money here 
must consist of short-term deposits with American banks. 

This accumulation of foreign funds, which in 1935 had 
grown to a total of perhaps more than one and one-half 
billions, has greatly increased by developments in the pres- 
ent year and more especially by those of recent months. 

Whether invested in American shares or reposing as 
balances in our banks, these foreign funds are to be re- 
garded as possessing a transitory character. ‘By a change 
in the situation here or across the Atlantic, they are liable 
to again take flight in a contrary direction. The repatria- 
tion of French funds after the stabilization of the franc was 
a contributory element in our stock market collapse of 1929. 
But any sudden call for return of foreign funds in the near 
future could have no such result. We are rather more 
embarrassed by the possible dangers of augmented bank 
reserves resulting from capital importations than concerned 
about the effects of the withdrawals of these funds. 


CURRENCY AND CREDIT INFLATION 


[From the New York Journal of Commerce] 


HE gratifying defeat of the Frazier-Lemke bill in the 

House should not foster an unjustified feeling of com- 

placency as regards the stability of our present finan- 
cial situation. As long as huge excess reserves exist in the 
banks and the Government sells billions of new securities 
annually to finance its deficit, the unhealthy inflation of 
bank credit will continue, and it augurs ill for the cause 
of future stability. However, as between the two evils of 
currency and credit inflation, the latter is by far the lesser, 
particularly because it can be remedied far more easily and 
swiftly once the Administration is brought: to realize the 
dangers inherent in present banking and fiscal policies. 





Making the Most of the Credit 


Department 


By MIcHEL E. Puyans 


This is the first of two articles on the function of the credit department in a modern 


bank.—EpITorR. 


importance of the credit department 

to the modern bank of reasonable 
size it is necessary to review briefly the 
historical development of this depart- 
ment and examine the reasons which 
have come to make it such a vital ac- 
cessory in modern bank administration. 

When all business was transacted on 
a small scale, the banker’s judgment of 
a borrower's credit worthiness was de- 
rived from an almost constant associa- 
tion with the customer’s activities. Em- 
phasis was placed on the character aspect 
of the risk, with the knowledge that 
after money was loaned it could be 
watched and supervised at work almost 
from day to day. The close personal 
observation of a borrower's credit char- 
acteristics is in the main now a thing 
of the past. The average bank today, 
outside of those located in small towns, 
cannot acquire the same intimate per- 
spective of a credit risk. With the 
growth of business as a whole, the 
creation of large corporations dominated 
by a whole group of executives, has 
come the development of the effective 
credit departments of banks throughout 
the country. 


[: order to appreciate the value and 


CREDIT DEPARTMENT IS A BUSINESS 
CLINIC 


Mindful of the demands created by 
clients, particularly during the years of 
Prosperity, the average bank has gradu- 
ally evolved a veritable business clinic as 
its credit department. This growth and 
development was largely inspired by the 
experience of loaning officers whose 
time was being increasingly consumed 
by interviews with existing and prospec- 


tive customers, to say nothing of the 
many important operating details de- 
manding official supervision. As the 
volume of business grew its handling 
became more complex, and bank officials 
slowly acknowledged the impossibility 
of retaining in their minds all of the de- 
tails entering into their handling of an 
account. 

The credit department therefore as- 
sumed the function of a clearing house 
for all the important details entering 
into the loan relationship between cus- 
tomers and the bank officers. Only an 
efficiently managed medium of this kind 
could overcome the many problems of 
banking administration that occurred, 
such as the inability of one officer to 
minister to the needs of clients whose 
accounts were assigned. to an absent 
fellow-offcer. Good management de- 
manded that no individual, however 
lofty his position, be permitted to be- 
come indispensable to a bank’s proper 
operation. 


CREDIT MEN UNDERSTUDY OFFICERS 


The evolution in the art of account- 
ing also has played an important rdle in 
developing the need for a well trained 
credit department. The accounting pro- 
fession, keeping abreast of the increasing 
complexity of business at large, devised 
the completely independent audit system 
by which they rendered an unbiased cer- 
tified report, covering every phase of 
the financial affairs of a business en- 
terprise. Officers of banks obviously 
found insufficient time to dwell upon 
the study of these comprehensive and 
frequently voluminous reports. Hence, 
to a constantly increasing extent, they 
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relied upon the thoroughness of the 
credit department's analysis and the ef- 
fectiveness of its concise interpretation 
of the facts 

After a reasonable period of appren- 
ticeship it was also found that credit 
men became able, through specializing in 
the diagnosis of credit characteristics, 
not only to collaborate intelligently with 
officers of the bank but also to under- 
study them in the technique of lending 
depositors’ money to borrowing custom- 
ers with safety. As time went on the 
intensive study of many balance sheets 
and operating details also placed the 
experienced credit men in a very advan- 
tageous position to exert a really con- 
structive influence on the business com- 
munity. After all, one need only 
appreciate the fact that commercial busi- 
ness management becomes so wrapped 
up in administrative, merchandising and 
manufacturing activities that its view- 
point is bound to be more intensive than 
extensive. 

In giving the commercial customer a 


well conceived and sound perspective of 
his business the banker achieves, with 
the co-operation of the credit depart- 
ment, one of the most valuable objec- 


tives of his profession. Obviously a 
contribution towards this end is the goal 
of all ambitious credit men. They take 
pride in their work when they realize 
that a discussion of certain symptoms 
that have come to light during the 
periodical examinations and analysis of 
a client's financial results, standing and 
moral responsibility, will often uncover 
fundamental defects that lend them- 
selves to easy and profitable correction 
by an honest, dependable and experi- 
enced management. 

In summary of the foregoing it would 
not seem far-fetched to ascribe the 
growth and development of credit de- 
partments in banks to the vivid appre- 
ciation by progressive bank manage- 
ment that by helping others to succeed 
their own success is assured. With 
competition growing keener all the time, 
by means of specialization, demand 
should increase rather than decrease for 
the consummate ability of comprehen- 
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sive financial management, best guided 
by the well organized credit depart- 
ment, with its unwearying vigilance and 
thorough going system. 


CREDIT DEPARTMENT FUNCTIONS 


Generalized, the chief function of the 
department might be described as the 
accumulation of accurate information 
regarding the financial responsibility 
and integrity of persons, firms and cor- 
porations, systematically recorded so 
that it can be brought into immediate 
use. 

An alert use of all sources of in 
formation is one of the most important 
considerations. This is what keeps the 
credit files constantly up to date regard- 
ing the fluctuations and vicissitudes of 
business. By the development of their 
facilities the important banks have ac- 
quired numerous domestic and foreign 
correspondent banks. When one stops 
to consider that each correspondent like- 
wise has its network of banking and 
business connections, the almost un- 
limited resources for credit information 
will be appreciated. 

Supplementing these importantly are 
the subscription services rendered by 
leading credit agencies such as Dun- 
Bradstreet, National Credit Office, 
Bishop’s Service, Proudfoot’s, Retail 
Credit Company; statistical services such 
as Standard Statistics, Moody’s Manual, 
Poor’s Manual; hundreds of industrial 
fact-gathering bureaus; the valuable 
chain of Better Business Bureaus; De- 
partment of Commerce Records and 
Studies, trade and bank references, buy’ 
ers and competitors. 


EXCHANGE OF INFORMATION 


With this almost endless chain of 
possible avenues for information, the 
average bank has a very fertile field for 
the acquisition of accurate facts to apy 
ply to almost any problem. Further 
more, the exchange of information has 
developed to such a degree that there is 
no more well received inquirer any’ 
where than an old established and com 
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servative banking institution. As a re- 
sult, banks have more often than not 
been placed in a position to acquire a 
much more complete fund of knowl- 
edge upon which to base an opinion 
than any other vehicle of information. 

This all-important fact, and the recog- 
nition and acceptance of it on the part 
of customers as well as the bank man- 
agement, led to the growth of fa 
extensive investigating staffs, particu- 
larly in city banks. Credit investigators 
had to cope, not only with the require- 
ments of keeping files on borrowers up 
to the minute, but also the increasing 
use by customers of the psychological 
advantage of a bank inquiry over a 
trade inquiry in ferreting out the true 
state of affairs by which credit policies 
with a prospective debtor could best be 
governed. 

The regular work of the credit de- 
partment invalves the following basic 
activities, stated in the order of their 
importance: 

1. The most vital duty is keeping the 
oficers of the bank informed about the 
credit standing and financial respon- 
sibility of all customers making regular 
use of loans. 
delegated to senior credit men. Usually 
they have graduated from the investi- 
gating staff to become specialists in the 
analysis of financial reports and related 
information. Their work is done under 
the supervision of the credit manager 
who is responsible for the efficient con- 
duct of the entire department, for 
which he is answerable to the officers 
of the bank. 

2. Answering inquiries regarding 
customers who have given the bank’s 
name as reference, in order that others 
may be guided in their credit granting 
or other business dealings. This work 
is likewise handled by the senior credit 
men who are trained in the art of sup- 
plying inquirers with only as much in- 
formation as they are entitled to. At 
the same time care is exerted not to 
divulge any data, however vital it might 

to prove credit worthiness, which a 
customer has asked be kept strictly con- 
fidential. The amount of information 


This work is customarily: 
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passed on to the inquirer is intelligently 
measured by the specific purpose of the 
inquiry. Where reasons are not di- 
vulged, a very general reply is given. 
The protection of the worthy customer 
remains uppermost in mind at all times. 
Telephone inquiries are answered only 
when a logical reason is given for such 


“An important, modern and ef- 
ficiently managed bank, could no 
more divest itself of its credit de- 
partment than it could abandon its 
accounting department. It is ar- 
gued that good accounting will pay 
for itself through its control of 
costs, but this applies equally well 
to properly managed credit depart- 
ments.” 


procedure and then provided the source 
can be identified. 

3. Answering the needs of customers 
for information. Most of this work 
usually consists of answering trade in- 
quiries. Frequently, however, the facil- 
ities of the department will be used to 
obtain an unbiased opinion regarding a 
matter remotely (if at all) related to 
credit. A customer may, for instance, 
want a school recommended for his chil- 
dren, a checking made to determine the 
integrity of a prospective son-in-law, or, 
what is more reasonable an extensive 
opinion of the merits of a business offer 
received. All of these versatile requests 
from customers are handled by mem- 
bers of the investigating staff under the 
guidance and supervision of a chief in- 
vestigator. Letters of reply are usually 
written by the investigators and ap- 
proved by their chief. A senior credit 
man, designated by the manager of the 
department, then satisfies himself that 
everything has been done to render the 
bank’s customer the most satisfying 
service. This granted, the letters are 
submitted to the credit manager for 
final approval, signing and dispatching. 

4. Approval of prospective customers, 
including the classification of prospect 
lists submitted by officers and new busi- 
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ness solicitors. Obviously it would be 
a glaring breach of good faith and ethics 
for a bank to seek information from 
competitor banks in order to further its 
own interests. Therefore no outside in- 
quiries are made for new business pur- 
poses unless specifically authorized by 
the prospective customer. The -work 
under this heading is usually performed 
by the investigating staff and it has been 
found that credit files, public informa- 
tion and all other ready references, par- 
ticularly the reports of mercantile agen- 
cies, are frequently sufficient in scope 
to establish pretty clearly whether a 
suggested prospect is desirable or unde- 
sirable. The chief investigator, a senior 
credit man, and the manager of the de- 
partment each oversee this work indi- 
vidually. 

5. Answering inquiries of correspond- 
ent banks seeking investment of their 
surplus funds tnrough a medium of the 
commercial paper market. Rendering 
an able opinion of a commercial paper 
risk demands the use of perhaps the 


most advanced form of credit-checking 


technique. Only experienced investi- 
gators are assigned to this work, for it 
entails an especially inquisitive investi- 
gation, the careful analysis of complete 
statements and operating details and a 
comprehensive reply of more blended 
logic than is essential to an ordinary in- 
quiry. Because this is one of the few 
services that can be rendered to cor- 
respondent banks a special effort is 
always made to give these inquiries the 
most exacting treatment. One of the 
senior credit men usually devotes an im- 
portant part of his time to the super- 
vision of this work. Furthermore, letters 
are often carefully scrutinized by the 
officers assigned to the accounts of the 
correspondents using this service. 

6. Accurate recording of all of the 
foregoing activities, plus newspaper 
clippings, etc., briefly anything that con- 
tributes towards keeping the files up to 
date. It stands to reason that up-to-the- 
minute credit file records that can be 
brought into instant use are one of the 
most valuable assets in banking. 

Upon the knowledge, personality and 
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resourcefulness of the credit investigator 
depends the quality and value of the 
facts gathered by the credit department. 
The important personal qualifications 
are initiative, intelligence, alertness, 
neatness, politeness, and thoroughness, 
Given these virtues an inexperienced 
young man can soon be converted into 
a real asset to the bank. The experi- 
enced or senior credit man, having 
graduated from the investigating staff 
to the function of assistant to the man- 
ager of the department, specializes in 
advanced credit analysis through the 
medium of the complete financial infor- 
mation required of all borrowing cus- 
tomers. He is an ardent student of 
trade and business economics, capable of 
foreseeing changes and interpreting their 
significance, credit-wise. With these at- 
tributes he gradually increases the 
wealth of his experience and conse- 
quently his value to the bank he serves. 

The credit manager must have all the 
qualifications outlined for both the in- 
vestigators and the senior credit men, 
combined with marked executive ability. 
He must know how to inspire the maxi- 
mum of efficiency in his department. He 
must have a broad knowledge of the 
bank’s customers and be able to substi- 
tute for an officer at a moment’s notice. 
He dominates all the affairs of a busi- 
ness clinic and, as the financial doctor, 
realizes the wisdom of offering construc 
tive suggestions rather than less valuable 
adverse criticism. 

Clearly, the credit department is a 
service division—a drain on every in 
come producing department of the bank. 
As such it may be adjudged an expen: 
sive luxury by some. An important, 
modern and efficiently managed bank, 
however, could no more divest itself of 
its credit department than it could aban 
don its accounting department. It is 
argued that good accounting will pay 
for itself through its control of costs, 
but this applies equally well to properly 
managed credit departments. 

In the second half of this discussion 
to appear next month several practical 
suggestions will be made by which credit 
department costs can be controlled. 





Restoring Economic Balance by 
Financing Consumer 


Government Has Important Stake, from a Tax Standpoint, in Main- 
taining the Income and Purchasing Power of Its People, 
and Might Rather Finance Loans Than Relief 


By H. S. GILBERTSON 


ship in alleviating the effects of 

unemployment springs only partly 
from humanitarian motives; it has been 
discovered that some sixty-five per cent. 
of the national income normally origi- 
nates in payments to employed persons 
and is disbursed by them. This sixty- 
five per cent. is the life-blood of the 
economic body. 

This new appreciation of the workers’ 
economic importance suggests the ques- 
tion whether, in attempting to establish 
a measure of stability in workers’ in- 
comes, the Social Security Act does not 
unwittingly threaten insecurity of the 
whole economic structure. It seems not 
to be generally understood that, in the 
final analysis, the three per cent. tax on 
payrolls for unemployment reserves ef- 
fects a reduction by that percentage of 
what industries could pay out as wages. 


Tosi assumption of Federal leader- 


RESERVE PROCEDURE DEFEATS ITS ENDS 


In this sense, the employes and not 
the employers will pay the tax, just as 
they bore the burden of the rise of prices 
under the NRA. The three per cent. 
is diverted from possible use as current 
purchasing power, or as individual pro- 
ductive savings. This initial diversion 
of funds reduces the revenues which 
might flow into the industries, furnish 
the means of further employment of 
labor, and result in a new cycle of pur- 
chasing power. 

Thus, it would appear that, over a 
period of years, the building up of huge 
reserves in the forty-eight states will tend 
to bring about a cumulative deficit in 


wages and, therefore, of purchasing 
power. This process must go on until 
a crisis in unemployment occasions the 
liquidation of the reserves. If crises 


The author of this article is di- 
rector of research for the Lehigh 
Navigation Coal Company of Lans- 
ford, Pa. Mr. Gilbertson believes 
that our unemployment problem 
can be solved by restoring the pur- 
chasing power of consumers, sixty- 
five per cent. of whom are depend- 
ent upon wages and salaries for 
their income. To this end he ad- 
vocates financing the consumer 
rather than the producer by a wide 
expansion of “personal” loans 
through established banking chan- 
nels. The Government would find 
it cheaper to insure the banks 
against losses from such loans than 
to finance direct relief projects as 
at present. The increased demand 
which such loans would bring about 
should stimulate production and 
thus create jobs. We believe that 
Mr. Gilbertson’s proposals are 
worthy of the serious consideration 
of our readers——EpiTor. 


should occur at short intervals, the re- 
serves will be of little value in meeting 
the great crises of depressional unem- 
ployment. The reserve procedure tends 
to defeat its own ends. This, for the 
reason that, unlike the reserves of most 
corporations, the unemployment taxes 
are not to be turned into productive 
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channels where they will create employ- 
ment and pay wages, but must be in- 
vested in Federal securities. 

The alternative aim should be to sub- 
stitute employment for unemployment, 
to produce goods and pay wages in the 
process. If this seems to be a begging 
of the question, let me say that, after 
all the thousand and one schemes for 
“creating purchasing power” have been 
duly exploited, including stupendous 
public long-term borrowing, taxation 
designed to redistribute income, mone- 
tary inflation, and curtailment of pro- 
duction, there remain certain unexplored 
possibilities in the use of banking and 
credit. 


THE FUNCTION OF CREDIT 


Let us look first to some of the funda- 
mentals. It is the function of credit to 
bridge the lag between potential values, 
and actual realized values. Goods in 
process. of manufacture, for example, 
represent potential and temporarily non- 
exchangeable values. Credit transmutes 
these values into exchangeable form un- 
til the finished product is put on the 
market and sold; whereupon, the credit 
is extinguished. The potentials are as 
substantial, or more so, than the tan- 
gibles. For what will it profit a bank 
or an insurance company to invest in a 
farm mortgage or thé securities of a 
manufacturing concern, except it be- 
come evident that the products of these 
creative instruments can be disposed of 
in the unseen future to people with in- 
comes and wants? The best and safest 
investments are made not in buildings 
and machinery but in capacity to earn. 
This banking against potentialities is one 
of the tremendously dynamic influences 
which have brought industry and com- 
merce and living standards to their pres- 
ent high state of development. 

Now, the overwhelming volume of 
credit funds originates with producers. 
The reason is clear. Producers must at 
all times possess a generous stock of 
faith and courage to seize the oppor- 
tunities inherent in potential markets. 
Producers, as a whole, are able to dem- 
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onstrate a greater or less degree of re- 
sponsibility to meet their obligations 
when they become due. Faith, courage 
and responsibility. become the basis of 
loans. At intervals, however, producer 
faith inevitably ebbs, and producer dis- 
bursements, particularly for wages and 
materials, diminish. The precise reasons 
for this may be left to the economists; 
it is sufficient to know that, for a period 
of greater or less duration, consumer 
incomes also recede, discouraging or pre- 
venting further anticipatory production, 
and, of course, adversely affecting 


wages and purchasing power. 


A FLAW IN THE CAPITALISTIC SYSTEM 


That such “downward spirals” should 
make their appearance, and bring about 
the disastrous consequences with which 
everyone is familiar is perhaps the major 
flaw in the capitalistic system. The de- 
mand that something should be done 
about the plight of wage-earners and 
consumers in such a pass is insistent, and 
some day may become overpowering. It 
is the essence of most of the various 
movements for monetary inflation and 
the vague reachings-out of such men as 
Father Coughlin toward central banking 
control, that power over credit should 
be taken out of the hands of the alleged 
“money changers” and placed in the 
hands of the “people.” 

Perhaps these demands for popular 
power over the sources of funds are not 
wholly without basis. To the innocent 
victims of such a depression as we have 
been going through the sense of utter 
impotence to take any initiative for the 
relief of their own situation is galling 
to say the least, and ultimately might 
lead to subversive action. For what does 
it avail for such millions to possess faith 
and courage if the means are lacking 
through which to exercise these qualities? 


SOCIAL CREDIT NOT THE ANSWER 


But, so far, the demand for a means 
for implementing the millions with put’ 
chasing power proceeds from a wholly 
mistaken notion of the origin, the neces’ 
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sary origin, of credit funds and particu- 
larly of the element of individual re- 
sponsibility which must attach to the 
extension of credit in all its forms. The 
various inflationist formulas might im- 
part a dynamic quality to the distribu- 
tion of the nation’s money, but only 
temporarily. The lasting faith and cour- 
age upon which a continuing credit 
economy can be sustained would shortly 
evaporate and the  forward-pulling 
power of potential values would cease 
to be exerted. 

One proposal which has at least the 
virtue of recognizing the impotence of 
the consumers’ position and the need 
of maintaining the balance between pro- 
duction and consumption is Social 
Credit. It will suffice for present pur- 
poses to say that this proposed solution 
is frankly revolutionary; it calls for 
dividends of the values created by our 
“social inheritance,” for the fixing of a 
“just price,” as determined by “true 
cost,” for the setting up of a managed 
currency and the abolition of fractional 
bank reserves. The very foreignness of 
the proposal to the traditional methods 
of trade and finance seems to preclude 
any serious or early consideration of its 
possible intrinsic merits. 


THINGS NOT TO BE DONE 


What does appear to be called for is 
a procedure which, first of all, possesses 


certain negative characteristics, 
which does not undertake: 


one 


(1) deliberate redistribution of wealth 
or income; 

(2) curtailment of production; 

(3) fixing of either individual prices 
or of the general price level; 

(4) fixing of minimum or 
standards of wage rates; 

(5) limiting of profits; 

(6) creating of purchasing power by 
the expedient of multiplying the units 
of exchange, irrespective of transactions 
to be accommodated; 

(7) setting up of arbitrary limits on 
the extension of credit, on the assump- 
tion of a normal rate of growth of 


other 
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population, production and consump- 
tion. 


To state the case now in positive 
terms, if there is to be leveling, let it 
be upward of the low factors and not 
downward of the high ones. And if 
there is to be regulation, let it be di- 
rected toward a freer functioning, under 
more constructive influences, of the 
good old law of supply and demand. 


WIDER USE OF CREDIT FUNDS 


Within the limitations above enumer- 
ated, under the guidance and help of 
the Federal Reserve and the Federal 
Government, the banks of the country 
could go far in reducing unemployment 
and bringing about the desired state of 
economic balance. New credit funds 
would be made available on a wider 
scale than at present, but so allocated as 
to permit the potential values of con- 
sumption to be realized upon in a re- 
sponsible manner. These funds would 
be available only at times when they 
would operate to bring about a better 
general state of balance and not aggra- 
vate a condition of general inflation. 
The direct beneficiaries of this financing 
policy would be those millions who have 
a permanent attachment to responsible 
employers, but the indirect beneficiaries 
would be everyone who profits in any 
manner from a healthy state of industry 
and trade. 


Admission must be made at once of 
a widespread and deep-rooted antagon- 
ism to further measures for enabling 
working people to “get into debt” or 
“mortgage the future.” Doubtless, this 
point of view is worthy of serious con- 
sideration. On the other hand, if con- 
sumers are to exercise that positive in- 
fluence of which we have already 
spoken, and which is the subject of so 
much agitation, if the initiative in con- 
trolling economic forces is to be shared 
in any degree with producers, then con- 
sumers must recognize the fact of a 
credit economy and shape their courses 
to accept the responsibilities which go 
with it. 
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ONE MAN’S SPENDING IS ANOTHER’S 
INCOME 


The possible harshness of this conclu- 
sion is mitigated by one all-important 
consideration which seems frequently to 
be overlooked, viz., that one man’s bor- 
rowings and spendings constitute an- 
other man’s income; that the general ex- 
penditures are but the reverse phase of 
the general income. The broad use of 
installment credit in recent years has 
demonstrated the truth of this statement 
in a spectacular way. The courageous 
or even unthrifty, reckless buying of 
luxuries may bring untoward conse- 
quences to some individuals but it brings 
employment and wages to others. In 
the past five years we have seen more 
misery wrought by withholding of ex- 
penditures than by extravagance. 

The effectiveness and safety of con- 
sumer credit as a general balancing -ex- 
pedient depends upon a broad use of 
funds for all sorts of products and not 
simply for the limited few which have 
heretofore been the occasion for install- 
ment buying. There should be a genera! 
mutuality of exchanges, so that the coal 
miners of Pennsylvania may purchase 
the products of the New England tex- 
tile mills and shoe factories and the 
New England workers the coal pro- 
duced by their customers in Pennsyl- 
vania, and so on, ad infinitum. 


AN ESSENTIAL OF SUCCESSFUL 
CONSUMER CREDIT 


It is essential to successful consumer 
credit that borrowers be able to give 
satisfactory assurance of sufficient in- 
come with which to repay their loans, 
and that this source of income be sub- 
ject to capture, to a reasonable. degree, 
by the creditors. Consumer loans, apart 
from ordinary open book accounts, have 
been largely based on the equity con- 
tained in some valuable and durable ob- 
ject which can be repossessed. This 
protection of the creditor, while it does 
create a compulsion or an incentive on 
the part of the debtor to pay, does not 
create income with which to pay. 


On the other hand, if a very large 
number of wage-earners, millions of 
them, were enabled to borrow, and did 
borrow and buy additional goods dur- 
ing the crucial phases of the business 
cycle, it is certain that the funds brought 
into existence in this way would be 
creative of new income, that is, of ex- 
changeable goods and services. Con- 
sidered in its totality, the reciprocal flow 
of funds brought about in this way 
should make the loans self-liquidating, 
And not only so, but it should be reason- 
able to count upon a considerable ex- 
pansion of producer loans, the proceeds 
of which would largely find their way 
into pay envelopes. 

Thus, the effect of some measure of 
assurance of an increased market should 
be to call into being an even wider mar- 
ket. Such are the cumulative influences 
of even a limited degree of stability. 
The very readiness of banks and govern- 
ment to support the balance of produc- 
tion and consumption might largely ob- 
viate the need for much actual consumer 


borrowing. 


TWO SOURCES REINFORCE EACH OTHER 


A collateral fact of great importance 
is that the second great source of wages 
and purchasing power, which is the in- 
vestment of capital funds in productive 
ventures, depends basically on the hope 
or assurance of a continuous flow of 
purchasing power from other sources. 
The two great sources, current produc- 
tion and capital expenditures, conspire 
together and reinforce each other. It 
would seem the part of wisdom, if a re- 
vival of the capital goods industries is 
as important as is commonly believed, 
not directly to stimulate the investment 
of capital, but to give capital reasonable 
grounds for a belief in the future of its 
markets. 

There comes up now the very prac 
tical matter of individual responsibility 
for the repayment of loans. No source 
of revenue is of greater or more funda: 
mental importance than the payrolls of 
American industries. The experience 0 
one group of 850 stores in the coal, 
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Chas. A. Holmes, bank architect (formerly of Holmes & Winslow), New York City, 
has designed an exceptionally pleasing exterior for the new home of the Palisades 


Trust & Guaranty Co. of Englewood, New Jersey. 


Such a building conforms to 


the general type of architecture of a suburban town. 


textile and lumber industries is illumi- 
nating. These stores do an annual 
business of about $170,000,000, which 


constitutes for the most part a charge 
on the payrolls of the various companies 


represented. Even throughout the re- 
cent depression the losses on credit ac- 
counts of the employe-customers are au- 
thoritatively stated to have been less 
than one-half of one per cent. of sales. 
In some manner, it would seem that 
the national industrial payroll, amount- 
ing in 1929 for the manufacturing and 
mining groups to over $13,000,000,000, 
could be made to serve as valuable se- 
curity for an imposing total of consumer 
loans. 

It would be fatuous to expect from 
any such lending program a perfect bal- 
ance at all points between credit ex- 
tended and new revenue created. But 
here, I believe, is where the Federal 
Government could properly and, strange 
as it may seem at first blush, profitably, 
enter. It is now apparent that Federal 
aid for relief and unemployment is here 
to stay for a long time to come. It 
should be infinitely cheaper and more 
Satistactory from every point of view 
to finance balance than to finance relief. 

The Government itself has an impor- 


tant stake, from’ a tax standpoint, in 
maintaining the incomes and purchasing 
power of its people. Roughly speaking, 
every additional dollar of the national 
income is taxed for Federal purposes, in 
some manner, to about five per cent. of 
the total. If, therefore, say fifty mil- 
lion dollars were sufficient to guarantee 
one billion dollars of the national in- 
come, the net final public loss would 
be nil. 

Nor is such Government support to 
be considered as just one more piece of 
meddling in private business affairs.- It 
is rather to be considered as an effort 
to perform more effectively in a field 
which the Federal Government has long 
since entered and from which it can 
hardly be expected to withdraw. 

The proposal presents difficulties, 
plenty of them, mostly on the side of 
administration. But what procedure 
does not present difficulties? Control- 
ling or even influencing anything so 
complex as the multifarious interests of 
a great country should be approached in 
the expectation of making many errors, 
but also with the hope that in the final 
outcome the good accomplished will 
measurably exceed the evil incurred. 





The month of June suggests Conven- 
tions, Vacations, and Honeymoons — 
travel by land and sea; sightseeing 
and stop-overs. 


But why send your depositors’ collec- 


tion items on a holiday with side trips 
off the direct route and stop-overs in 
post office mail boxes? 


Business sent to us is forwarded by the 
shortest route to its place of payment 
with all avoidable delay eliminated 
through the continuous operation 
of our 24-hour transit and collection 
departments. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS ... . . . $30,000,000 
Member of the Federal Deposit Insurance Corporation 








Executing FHA Papers 


Describing All of the Final Steps to Be Taken Before an FHA 
Mortgage Goes Into Effect 


By GeorcE R. SMITH 
Cashier,, Commercial National Bank, Demopolis, Alabama 


This is the fifth article in a series on Title II of the National Housing Act. 
Next month’s article will cover ‘Servicing FHA 


article appeared in the February issue. 
Mortgages.” —Epitor. 


Review) the manner in which the 

loan papers were checked and the 
monthly payments adjusted has been 
described. The final review of the 
story case revealed that all supporting 
documents had been completed and the 
remodelling contract had been dis- 
charged according to specifications. 

The time for closing the loan has 
arrived and this article will be devoted 
to an explanation of the method em- 
ployed by the author in closing FHA 


le a previous article (The FHA Loan 


The first 


Title II loans, using the story case to 
illustrate details of the plan. 

Before the FHA papers are drawn 
it is always best that the lending insti- 
tution have at hand a paid insurance 
policy with loss payable clause to the 
bank for the total amount of the loan. 
In the story case listed below the mort- 
gagors are required to deliver to the 
bank, prior to the execution of the note 
and mortgage, a fire and tornado policy 
on the building for an amount not less 
than $3000. A receipt must accom- 


STORY CASE 


Biank National Bank 
(Mortgagee) 


John Doe 
Mary F. Doe 
(Mortgagors) 


AMOUNT OF LOAN $3000.00 


Term of repayment: 
Interest Rate: 


20 years 
5 per cent. 


PURPOSE OF LOAN 


Refinancing First Mortgage 
Remodelling and Repairs 


$1400.00 
1626.41 


MONTHLY PAYMENT 


Principal and _ Interest 
Taxes (Estimated) 
Hazard Insurance 
Service Charge 
Mortgage Insurance 


State and County Taxes 


City, SR a kacak: wee Dee ees 


ee 


INSURANCE REQUIRED 


$3000.00 
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pany the policy showing that the first 
premium has been paid. 

In addition to hazard insurance, the 
borrower must deliver to the lending 
institution his last tax receipts on the 
property to be mortgaged. Observing 
the figures above, the mortgagee should 
have on file receipts for city taxes 
amounting to $9.65 and a county tax 
receipt for $39.90. 

It is the duty of the lending institu- 
tion to accumulate an amount in the 
borrower's trust account sufficient to 
pay the next annual premium for haz- 
ard insurance and also the annual pay- 
ment for taxes. If the hazard insurance 
policy has been in force for more than 
one month, the mortgagee must collect 
from the mortgagor an extra monthly 
installment of $1.77. This charge must 


be applied for each month the policy 
is in force prior to the execution date 
of the mortgage since the premium on 
the policy will be due and payable one 
year from the date of the policy. 


INSURANCE POLICY SHOULD BE 
RE-WRITTEN 


To avoid any confusion or possible 
errors the author suggests that if a 
policy is in force, or dated before the 
FHA papers are signed, that the insur- 
ance policy be cancelled and re-written 
bearing the same monthly date of the 
FHA mortgage and note. Using this 
plan one-twelfth of the insurance pre- 
mium is paid monthly and no adjust- 
ments are necessary. 

Since it is not possible to adjust 
taxes in the same manner as insurance, 
the lending institution must compute 
the amount needed to pay all taxes 
according to the month the mortgage 
is executed and the date the taxes are 
due. 

For example, let us assume that the 
$3000 FHA mortgage was executed in 
May, 1936, and the 1935 taxes had 
been paid as evidenced by the tax re- 
ceipts on file. In this case the total 
taxes are $49.55 and are payable Octo- 
ber 1, 1936. 

The mortgagee must collect seven extra 
monthly tax installments of $4.13 each 
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in this case in order to accumulate the 
exact amount of the annual tax pay- 
ment due in October, 1936. 


PREPARING THE FHA NOTE AND 
MORTGAGE 


The mortgage and note are printed 
forms designed by the FHA with pro- 
visions for each state in which they are 
to be used. It is essential that the 
lending institution refer to the special 
instructions enclosed with each loan case 
before the papers are prepared. A 
sample form used by the Birmingham 
ofice of the FHA is shown on the 
opposite page. 

FHA PAPERS 


The following papers should be re- 
turned to the Federal Housing Admin- 
istration, for the endorsement of in- 
surance on the credit instrument: 


1. THE ORIGINAL Copy OF MorTGAGE 
Norte: 

This should be completely filled in, 
bearing even date with the mortgage. 
The space at the bottom of the face 
of the note should be completely filled 
in to certify that it is the same note 
referred to in the mortgage. 


2. Exact Copy oF THE MorTGAGE As 
EXECUTED AND RECORDED: 

Be sure that the mortgage bears even 
date with the note. Check to see that 
all blank spaces have been properly 
filled in, including those on the inside 
pages of the mortgage. It is not neces: 
sary to have original signatures on 
this copy, but in the absence of such 
signatures the names should be typed 
on this copy exactly as they appear on 
the original. 


3. MorTGAGE CERTIFICATE: 

This form is enclosed herewith and 
should be properly executed to certify 
that the copy of mortgage referred to 
above is a true and exact copy of the 
original. 


4. MorTGAGE INSURANCE PREMIUM: 


Your check covering the first annual 
premium: for mortgage insurance, the 














THE BANKERS MAGAZINE 


FEDERAL HOUSING ADMINISTRATION, BIRMINGHAM, ALABAMA 
Date, Sept. 27th, 1935 


INFORMATION FOR CLosiInG LoAN BEARING SERIAL No. 000xxx 


AMOUNT OF LOAN $3000.00 
INTEREST RATE 5% 


ToTaL TERM OF LoaN AS SHOWN ON COMMITMENT. Not to exceed 20 years. 


This refers to the total loan term from the date that the mortgage 
and note are executed to the final installment and maturity date 
which must fall on the first day of a month. The total period be- 
tween the date of the mortgage and note and their final maturity date 
must not, in any case, exceed 20 years. 


AMORTIZATION TERM OF THE LOAN (240 Monthly Payments) 20 Yrs. 0 Mos. 
This refers only to the period of time required to fully amortize 
the loan by the payment of monthly installments as indicated below. 
It must begin and end on the first day of a month and the first in- 
stallment is due one month after the amortization term begins. 


MONTHLY PAYMENT OF PRINCIPAL AND INTEREST 


This refers to the amount that should be stipulated in the mortgage 
and note as monthly installments. This is the only amount that will 
amortize the principal and interest obligations of this loan in the 
number of payments specified in the amortization term of the loan. 


EFFECTIVE DATE OF THE AMORTIZATION TERM Nov. 1, 1935 


This is the date that should appear in the note where it says “with 
interest froma the ‘irst: day of.) .iv5c0 secs is oe ce ene buen we 


It is the beginning of the amortization term and need not stitial 
to the date note is executed. Interest from the date of note or de- 
livery of proceeds should be prorated and adjusted in the payment 
of proceeds. 


DaTE oF First INSTALLMENT Dec. 1, 1935 


This date should appear in both mortgage and note and should 
be on the first day of a month just one month after the effective date. 
In cases involving existing construction it must be not more than 60 
days after the date of the mortgage and note, and not more than 180 
days in cases involving new construction. 


FINAL INSTALLMENT AND MATURITY DATE Nov. 1, 1955 


This date should be typed in the mortgage and note after striking 
out the words “thirtieth day of June, 19....,” as all notes and mort- 
gages must mature on the first day of a month. The total period 
between the date of the note and the maturity date must not exceed 
20 years. 


CHANGING Date oF First INSTALLMENT: If it is desired to advance 
or retard the date of first installment without changing the term of 
amortization and monthly payment, it will be necessary to correspond- 
ingly change all three dates shown in items 5, 6 and 7. As stated 
above, date of first installment must not be more than 60 days after 
the date of mortgage and note in existing construction cases, and 180 
days in new construction cases. 


If any changes are desired to be made in the terms or amounts as specified 
above other than the date of first installment explained in item 8, 
please advise us accordingly before executing and recording your 
mortgage. 
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correct amount of which is shown on 
our commitment, should be enclosed. 


5. OriciInAL Copy OF COMMITMENT: 


All blank spaces in the mortgagor's 
and Mortgagee’s section of the commit- 
ment should be filled in, and these 
sections signed respectively by the 
mortgagor and mortgagee. 

Upon receipt of papers as outlined 
above, this case will be immediately 
given the final review, and upon en- 
dorsement of insurance the original 
mortgage note will be returned at once 
to you by registered mail. 


FILLING IN THE FHA NOTE 


Observing the instructions above the 
FHA note can be filled in by any 
banker familiar with Title II loans. 
All of the terms and conditions of the 
instrument are printed and the only 
blank spaces to be filled in appear in 
the first paragraph of the note. Only 
the first part of the note is shown here 
prepared for the story case. Readers 


may refer to the complete note form in 
last month’s article entitled, ‘““Docu- 
ments for FHA Loans.” 


MortGAGE Note 


Anywhere, Alabama 
Nov. 11, 1935 
$3000.00 

For VALUE RECEIVED, the undersigned 
jointly and severally promise (s) to pay to 
The Blank National Bank of Anywhere, 
Alabama, or order, the principal sum of 
Three Thousand Dollars ($3000.00) with 
interest from the first day of November, 
1935, at the rate of five per centum (5%) 
per annum until paid. 

The said principal and interest shall be 
payable at the office of The Blank National 
Bank in Anywhere, Alabama, in monthly 
installments of Nineteen & 80/100 Dollars. 
($19.80), commencing on the first day of 
December, 1935, and on the first. day of 
each month thereafter until the principal 
and interest are fully paid, except that the 
final payment of principal and interest, if 
not sooner paid, shall be due and payable on 
the first day of November, 1955. 


The effective date of the amortization 
term in this case is November 1, 1935, 
and a small adjustment of interest for 
the 10 day period should be made. 
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The date of the first monthly install- 
ment is December 1, 1935, which is 
the first day of a month, one month 
after the effective date of the amortiza- 
tion term. The final installment or 
maturity date of the paper is Novem- 
ber, 1955, which is exactly 20 years, 
or 240 months, from the date the 
amortization period begins. 

Special attention is directed to para- 
graph No. 8 on the instructions for 
closing the loan shown herewith. Sup- 
pose the remodelling and repair work 
on the building were not completed 
until December, 1935. In this case the 
effective date of the amortization term 
should be changed to December 1, 1935, 
and the date of the first installment 
should be changed to January 1, 1936, 
making the maturity date, December 1, 
1955. 

The printed FHA notes and mort- 
gages have the maturity dates printed 
as follows: “thirtieth day of June 
19....” but all mortgages and notes 
should now mature on the first day of 
a month. It is therefore necessary that 
the above words be struck out by type- 
writer and the corrected date filled in. 


MADE IN DUPLICATE 


Both the FHA mortgage and mort- 
gage note should be made out in dupli- 
cate since the FHA must have a copy 
of each instrument. After the note is 
prepared, the author suggests that 
bankers place the completed note and 
two blank copies of the FHA mort- 
gage form in the hands of the attorney 
employed by the lending institution. 

It is of course important that the 
bank's attorney have at hand the ab 
stract in order to give an accurate de’ 
scription of the property. 

A complete description of the FHA 
mortgage was given in the article 
“Documents for FHA Loans,” published 
last month. 

Bankers should check the mortgage to 
see that all blank spaces have been filled 
in correctly. Both husband and wife 
should sign the note and mortgage. Care 
must be taken to have the wife's sig’ 
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nature appear on the papers exactly as 
it appears in the abstract. This is es- 
pecially important when the title to the 
mortgaged property is in the wife's 
name on record. 

Forms are provided for taking sepa- 
rate acknowledgments of husband and 
wife on the last page of the mortgage. 
The first page of the mortgage is similar 
to the note with a complete description 
of the property inserted in the space 
provided at the bottom of the page. 

Paragraph 1 (a} on page 2 of the 
mortgage should be completed to read 
“1/12 of 14%.” In paragraph 10, page 
3, the name of the city and county in 
which the property is located should be 
typed in. Some of the old note forms 
do not contain the provision for repay- 
ment before the maturity date and the 
clause should be typed in on all old 
forms. In the State of Alabama the 
Birmingham office of the FHA has in- 
cluded the provision for repayment by 
the use of mimeograph. 


ELIMINATING ERRORS 


Jaimeson Parker, State Director of 
Oregon, uses the following plan to 
eliminate errors in drawing FHA papers: 

Most of the common errors in prepa- 
ration of papers have been avoided in 
Oregon, as we strongly urge the new 
mortgagees, for the first six or eight 
cases, to submit pencil drafts of both 
note and mortgage before typing and 
having them executed. The common 
errors are: 


1. Option to repay omitted. (This is now 
printed in the note and unless old forms are 
used, should not occur.) 

2. Error in the date interest begins. 

3. Error in the date of the first payment. 

4. Error in the maturity date. 


A lending institution wishing to 
guard against the above errors may send 
a copy of the mortgage and note to the 
FHA before the papers are executed 
and recorded. If a mortgage is re- 
corded before the error is detected, it is 
possible to have correction made on the 
records without drawing up a new mort- 
gage and paying an extra recording fee. 
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The mortgage and record may be 
changed in the presence of the borrower 
with the borrower's OK and signature 
placed on the record opposite the 
change. 

Assuming that the note and mortgage 
have been properly drawn the mortgagor 
must execute the papers before a notary 
public. 


COMMITMENT FOR INSURANCE 


Turning now to the commitment for 
insurance we find that the mortgagors 
must sign the receipt to the FHA 
printed in the document. A portion of 
the commitment is shown below to il- 
lustrate: 


Federal Housing Administration 
Dear Sirs: 

The undersigned hereby acknowledge (s) 
the receipt of a loan of Three Thousand 
Dollars ($3000.00), covered by the above 
mentioned documents and hereby declare(s) 
that the lien securing said loan is a good and 
valid first lien on the property therein de- 
scribed, that the mortgaged property is free 
and clear of all liens other than that of such 
mortgage, that the undersigned do(es) not 
have outstanding any other unpaid obliga- 
tion contracted in connection with the mort- 
gaged property, and that the alterations and 
repairs listed on the back hereof, if any, have 
been completed and paid in full. 

John Doe 
(Mortgagor) 
Mary F. Doe 
(Mortgagor) 


Before disbursing the proceeds from 
the loan the lending institution must 
have at-hand the schedule of outstand- 
ing liens and obligations. In the story 
case described the schedule appears as 
follows: 
$1400.00 


1626.41 
15,00 


1. First mortgage 

2. Remodelling and repairs 

3. Mortgage insurance premium .. 
4. Recording fees 


$3045.61 


Total amount required: 


In this case the borrowers must pay 
to the lending institution $45.61 to cover 
settlement costs. 

Cashier’s checks are issued in pay- 
ment of all items shown in the settle- 
ment costs to preserve a clear record 
for the lending institution. 
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The FHA mortgage is forwarded to 
the recording office and placed on 
record before the papers are sent to 
the FHA! for endorsement. (When the 
mortgage has been recorded the mort- 
gagee is required to make a copy of 
the recording on the duplicate copy of 
the mortgage in the space provided on 
the back of the paper. An officer of 
the lending institution must execute, 
before a notary public, a certificate de- 
claring that the duplicate copy of the 
mortgage iis a true copy of the original 
document as recorded. 

Next the last portion of the commit- 
ment is signed by two officers of the 
lending institution and the corporate 
seal of the bank is affixed. 


Federal Housing Administration 
Dear Sirs: 

We hand you herewith check for $15.00 
covering the first annual insurance premium 
together with other items called for in the 
above commitment. 

The undersigned declares to its best 
knowledge and belief that, at this date, none 
of the statements made in its application 
for insurance is untrue or incorrect, and 
that the lien securing the loan covered by 
said application has been recorded and is a 
good and valid first lien on the property 
therein described. The undersigned also 
represents that, to its best knowledge and 
belief, the alterations and repairs listed on 
the reverse side hereof, if any, have been 
completed and paid for in full. 

The undersigned understands that the 
conditions set forth in the above commit- 
ment are hereby fulfilled and that the credit 
instrument and mortgage described in the 
aforementioned application will be insured 
from the date upon which the credit instru- 
ment is endorsed by the Administrator. 

The undersigned agrees that if the loan 
as made and set forth in this commitment 
varies in terms from that set forth in its 
application for insurance, the promise of 
the undersigned to pay an annual premium 
to the Federal Housing Administrator and 
all other statements contained in said ap- 
plication shall be considered changed to 
conform to the loan as made. 


The mortgagee must send to the 
FHA the following papers: 


1. The commitment signed by the bor 
rower and the lending institution. 

2. The original note and one copy. 

3. One copy of the original mortgage 
certified by the lending institution and sworn 
to before a notary public. 

4. First annual mortgage insurance pre- 
mium of $15.00. 


The original note will be endorsed 
for insurance and returned to the mort- 
gagee. 


REVISION OF FHA FORMS 


Under date of April 4, 1936, the 
Federal Housing Administration of 
Washington sent out to all approved 
institutions samples of the following 
revised forms for Title II Loans: 


1. Application for FHA Form 
No. 2064. 

2. Mortgagor’s 
No. 2004a 

3. Mortgagee’s Application for Insurance 
FHA Form No. 2004. 


Loan, 


FHA Form 


Statement, 


The application for loan is merely 
a preliminary form of application de- 
signed for the convenience of the mort- 
gagee in securing information concern- 
ing the mortgagor in order to determine 
whether the mortgage to be executed 
is eligible for insurance under FHA 
regulations. 

On the blank the applicant lists the 
type of house he wishes to build, any 
mortgage or unpaid assessment out- 
standing against the property, and the 
name of the person in whose name the 
title to the property is recorded. The 
owner's value of the land and improve- 
ments are filled in with the interest 
rate and the approximate amount the 
mortgagor is able to pay monthly. Also 
the net income of the applicant is shown 
and the number of years he has been 
employed and by whom. 

The mortgagors must agree to exe’ 
cute all papers if the application is 
given favorable consideration and pay, 
in monthly installments, the following 
charges, in addition to the monthly 
payment of principal and interest: 

One-twelfth of the annual mortgage insur’ 
ance premium. 


One-twelfth of the annual service charge, 
if any. 
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Some typical homes which have been built, refinanced and remodelled by FHA loans 
under the supervision of the author of these articles. 


One-twelfth of the annual tax payment 
or other assessments. 

One-twelfth of the annual hazard insur- 
ance premium. 


Provision is made for adjustments of 
the estimated charges and the paper 
binds the applicant to pay all settle- 
ment costs or fees necessary in execut- 
ing the papers and closing the loan. 

The use of such a form will indicate 
to the mortgagee whether or not it is 
advisable to allow the applicant to incur 
the expense of house plans, inspection 
fee and any other charges attendant to 
preparing the application for submis- 
sion to the FHA. 

The preliminary application form is 
not to be sent in to the FHA but should 
be retained by the lending institution 
as a guide in making up the standard 
application required by the FHA before 
the loan is passed. 


MORTGAGOR’S STATEMENT 


The mortgagor’s statement is made 
out by the applicant after the lending 
institution has decided that in its opin- 
ion the mortgage will be acceptable for 
insurance by the FHA. The first part 
of this form must give a description of 
the property and the proposed building 
to be erected or refinanced and repaired. 

The applicant should list on the sheet 
the amount of the taxes and _ special 
assessments and all other liens or mort- 
gages on the property. Space is pro- 
vided for the taxing authority and 
the name and address of the holders 


of mortgages or liens. The purchase 
price of the property and the estimated 
cost of the proposed building form an 
important part of the document. 

The personal history and financial 
statement of the borrower make up the 
last portion of the statement. 

The mortgagee’s application for in- 
surance, which on the old form applica- 
tion blanks was contained on the last 
page and made up only a small portion 
of the page, now requires additional 
information. 

The first part of this form is similar 
to the old form in that it provides for 
the annual payment of all charges and 
is a request for insurance of the loan. 

On the revised form we find that the 
lending institution must give a complete 
legal description of the property and 
support the application with the fol- 
lowing: 


1. Photographs of the real property de- 
scribed on the application. 


x 
2. Mortgagors’ statement. 


Also an inspection fee computed at 
$3.00 per each thousand dollars of the 
principal amount of the Joan to be 
insured must accompany the paper. 

The mortgagee’s application for in- 
surance is to be signed by two officers 
of the lending institution with corporate 
seal affixed. 

Instructions for handling the loans 
are now placed on the back of the 
paper and in general are the same as 
shown on the old applications. 





What Is Purchasing Power? 


In the Last Analysis It Must Depend Upon the Accumulated 
Private Property of Individuals 


By Harvey S. CHASE 


present depression, the New Deal, 

unemployment, money, etc., em- 
phasis is laid increasingly upon the need 
for more “purchasing power”; for bet- 
ter distribution of purchasing power; 
upon the fatal lack of purchasing power, 
et cetera. What is meant by “purchas- 
ing-power™? 

Definitions:—Purchase: “Acquisition 
by giving an equivalent in money or 
other exchange value” (Standard Dic- 
tionary). Power: “The right, ability, 
or capacity to exercise control” (Ibid). 
Ergo, Purchasing-power: The ability to 
acquire control by giving an equivalent 
in exchange value. 

In books upon economic planning, 
collectivism, the collapse of capitalism, 
Social Credit, and kindred topics, which 
now pour forth from the press, scarcely 
a chapter lacks a reference to purchas- 
ing-power. Generally the reference is 
coupled with “money.” What is money? 


i current discussions concerning the 


CONSTITUENTS OF MONEY 


The same dictionary defines money 
as: “Anything that serves as a common 
medium of exchange in trade, as coin 
or notes.” . . . “Money is the author- 
ized medium of exchange.” The En- 
cyclopedia Britannica states that the 
term “money” includes at least five con- 
stituents, viz.: 

1. It must be specified by authority 
and be uniform. 

2. It must be capable of subdivision. 

3. It must be distinguishable from 
imitations. 

4. Must be portable. 

5. Must be durable. 

Money, according to these require- 
ments, must be a commonly accepted 
medium of exchanging property in trade 
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and to be so accepted must satisfy these 
five requisites. 

Without common media of exchange 
the market must fall back to personal 
barter. For instance, you have property 
which I desire and I have other prop- 
erty which you desire. By “higgling in 
the market” we reach agreement and 
swap properties, say my newly made 
shoes for your bushels of corn. Money 
in such a transaction is unnecessary. 
When trading grows big and is no 
longer done face to face the necessity 
for a commonly accepted medium of 
exchange — money — becomes _ evident. 
What is meant by “a common medium 
of exchange”? Examples are every 
where; coins, bills, bank notes, etc. 
which are tangible evidences of one or 
more of the five requisites as they pass 
from hand to hand without question. 
The stamp or impress of a government 
authority upon so-called money has no 
validity unless supported by the prac 
tically unanimous opinion of those per: 
sons “engaged in trade”—business men. 


ACCEPTABILITY DEPENDS ON MARKET 
VIEWPOINT 


Money’s acceptability depends pri 
marily not upon the government impress 
but upon the “market” viewpoint. If 
this is adverse to the new money, then 
business men refuse to exchange their 
goods for this “money,” despite the fat 
of the government upon it. Its value 
as an exchange medium, therefore, be 
gins to fall toward zero, or if metal 
money to the level of its intrinsic value 
as metal. It no longer is accepted a 
purchasing-power. Its former 
“ability to acquire control by giving am 
equivalent in exchange value” is lost. 

It is evident that in order to find the 
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acceptable equivalent we must look be- 
hind the government stamp. Upon 
what, we may ask, is based the unani- 
mous acceptance which converts gov- 
ernment stamped coins or notes into 
common media of exchange? 


THE BASIS OF MONEY 


Many present writers on monetary 
theory assert that money is merely 
“symbolic.” “All money, as money, is 
created out of nothing,” said one of 
these writers recently,—meaning that 
money needs no tangible base but may 
be created out of thin air by banks or 
governments. “Money is merely a 
bookkeeping entry in a ledger,” says an- 
other writer. “It can be manufactured 
by strokes of bankers’ pens.” 

These statements, which to a practical 
banker are merely imbecile, have arisen 
because “bank deposits” are generally 
asserted to be money and bcause bank 
deposits are by nature intangible, merely 
“bookkeeping entries.” Also because 
bankers by strokes of their pens set up 
“deposits” as liabilities of the bank to 
its customers and these so-called ‘“‘de- 
posits” are mistakenly termed money. 

We may well ask, therefore, what is 
the basis of money in a democracy like 
the United States? Upon what do busi- 
ness men throughout the nation look for 
security of a banknote? There is only 
one fundamental answer. It is: Upon 
private property. 


MONEY VALUE OF BANKNOTE 


The money value of a banknote de- 
pends upon the ability of the bank to 
pay to the holder its face in the com- 
mon medium of exchange. This ability 
to pay depends upon the soundness of 
the bank’s assets, among which are 
Promissory notes and securities of cor- 
porations and individuals whose funda- 
mental basis is private property, real 
wealth, savings of the past. 

Similarly a government coin, note, 
bond or certificate depends ultimately 
Upon private property of individuals 

corporations, on which the govern- 


ment has power to levy and collect 
taxes, and to take over and sell the 
property if taxes are not paid. 

In a democracy the power to tax and 
to take personal property sustains the 
“fiat” of the government on coin, paper 
or bond, but only so long as confidence 
in the permanence of the governmental 


“The widely circulated notions 
that money has no tangible base, is 
a ‘mere bookkeeping entry, ‘can 
be created out of thin air,’ is 
‘merely symbolic, etc., are mis- 
taken. They are fallacious and are 
capable of infinite harm by destroy- 
ing in untrained minds a true 
understanding of money and un- 
avoidable bank procedure and re- 
placing it with the hocus-pocus of 
Townsendism, social-creditism, fiat- 
moneyism and the like. The present 
intense confusion in views regard- 
ing finance and particularly con- 
cerning money has arisen because 
of these self-evident fallacies in re- 
gard to the alleged power of banks 
to ‘create’ money by strokes of the 
pen.” 


power to tax and collect is retained by 
the majority of those who make up the 
business community. 


CONFIDENCE IN MONEY NECESSARY 


The loss of such confidence, even un- 
der autocratic, dictatorial governments 
in Russia, Germany and even France, 
sent rubles, marks and francs tumbling 
into the abyss. 

Confidence by the business com- 
munity in the continuing power of gov- 
ernment to collect from private property 
the par value of the government's 
promises-to-pay must be the actual basis 
of the value of a medium-of-exchange in 
a democracy. 

Purchasing power, then, represented 
by money, depends in the last analysis 
upon accumulated private property of 
individuals. The widely circulated no- 
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tions that money has no tangible base, 
is “a mere bookkeeping entry,” “can be 
created out of thin air,” is “merely 
symbolic,” etc., are mistaken. They are 
fallacious and are capable of infinite 
harm by destroying in untrained minds 
a true understanding of money and un- 
avoidable bank procedure and replacing 
it with the hocus-pocus of Townsend- 
ism, social-creditism, fiat-moneyisms and 
the like. The present intense confusion 
in views regarding finance and particu- 
larly concerning money has arisen be- 
cause of these self-evident fallacies in 
regard to the alleged power of banks to 
“create” money by strokes of the pen. 


BANK DEPOSITS 


There are marked differences of 
opinion concerning bank deposits among 
economists, bankers and writers on 


financial topics, but the prevalent as- 
sertion is that bank deposits are money 
and comprise the largest fund of money 
in the nation, 90 to 95 per cent. of our 
total money—as “means of payment.” 


Other reputable economists and bank- 
ers say that bank deposits are not 
“money,” but represent merely debts of 
the banks to their customers; that bank 
deposits are not “common media of ex- 
change,” which is the economic defini- 
tion of money. They say further that 
bank deposits are not even “common 
means of payment,” i. e., not means of 
payment accepted universally as coin 
and banknotes are accepted. Moreover 
they state, with logic, that bank deposits 
have none of the characteristics of ac- 
cepted “media of exchange.” They are 
not tangible; they do not pass from 
hand to hand; they are mere bookkeep- 
ing entries acknowledging banks’ lia- 
bilities, which are transferred by means 
of checks from one bank to another 
bank, or from one account in a bank 
to another account in the same bank. 


MARKEDLY DIVERGENT VIEWS 


This body of critics goes on to assert 
that checks are not money either, even 
though acting temporarily as means of 
payment in a limited way. 
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In relation to bank deposits, however, 
there are these markedly divergent views. 
It is true that the heavier weight of 
opinion both in this country and abroad 
is on the side of the statement that bank 
deposits are money, nevertheless the 
arguments on the other side are well 
founded. To the present writer—who 
necessarily looks at these controversial 
matters from the point of view of a pub- 
lic accountant, i. e., from the universally 
accepted principles of double-entry ac- 
countancy, which form the basis of the 
vast majority of business records 
throughout the civilized world—it ap- 
pears that those who affirm that “bank 
deposits are money” have left out of 
consideration certain of these accepted 
principles and have failed to compre- 
hend that bank deposits, as such, are 
not resources of the banks. They are 
not records of available assets but are 
only acknowledgments of _ liabilities 
which the banks owe to their customers. 


DEPOSITS OF SEVERAL KINDS 


Bank deposits are of several kinds: 
demand deposits, time deposits, savings 
deposits, governmental deposits, etc. 

In the first place it should be admitted 
that the use of “deposits” as a term is 
incorrect when applied to the general 
run of “demand deposits” based upon 
loans, overdrafts, etc., which do not 
originate through a depositor who places 
in the care of the bank money, or its 
equivalent, subject to repayment to him 
at any time on his written demand. The 
custom, however, of lumping all classes 
of bank liabilities of this nature under 
the head of “deposits” is so general that 
we must accept the term, but qualify 
it by modifying elements “demand,” 
“time,” “savings,” etc. 

We are to consider, therefore, those 
demand deposits which in banking pro 
cedure arise mainly from the process of 
making loans to customers of the bank. 
In this country “overdrafts” in the Brit 
ish sense are not common as in England. 
Here the usual method is to take from 
the customer his promissory note (s* 
cured by collateral, or by his assured 
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standing, or otherwise) for, say, ten 
thousand dollars. The bank accepts this 
note as a good asset and records it on 
its books as a resource. The bank also 
records the same amount on its books 
as its liability to the customer, unless it 
pays over to the customer the full 
amount of the note, less discount, in 
cash. In such case the bank’s cash is 
reduced and is replaced by the asset of 
the note—merely a swap of assets. In 
the great majority of cases, however, 
the bank merely sets up its debt to the 
customer on its books, subject to its 
gradual payment of this debt by honor- 
ing the customer’s checks as they appear 
at the bank, up to the amount of the 
“deposit.” 


PRINCIPLES OF ACCOUNTANCY 


The accepted principles of account- 
ancy are complied with by these two 
opposed entries, the asset, $10,000, and 
the liability, $10,000. The “money” is 
on the assets side of the bank’s accounts, 
not on the liabilities side. The latter—- 
the “deposit’—represents debt, not 
money. It is merely a claim in favor of 
the depositor against the assets of the 
bank. 

This is true whatever the size of the 
loan entered by the bank as an asset and 
correspondingly acknowledged as a lia- 
bility. It is equally true if the bank 
buys a promissory note or other obliga- 
tion in the market, or if it buys govern- 
ment bonds in the market from a dealer, 
or from the government itself directly. 
In all cases, unless immediate cash is 
paid, the bank sets up the value of the 
purchase as an asset and also sets up 
the amount of the purchase as a debt 
to the seller or the government. 

The payment of this debt begins 
when the seller or the government issues 
checks to creditors who send them in 
to be paid by the bank. These checks 
May come in directly, to be paid in 
cash over the counter, or they may reach 
the bank through the creditor’s deposit 
of the check to his own account at this 
bank or another bank. If at the same 
bank, there is no transfer of money but 


merely a transfer of the bank's debt 
from one account to the other. If 
through a different bank, then there 
arises the necessity not only of trans- 
ferring the amount of debt (deposit) 
represented by the check, but also of 
transferring from the first bank to the 
second bank an equal amount of cash or 
other good asset in order to pay the 


“Those economists, writers, bank- 
ers and so-called ‘experts’ who de- 
clare bank deposits to be money, 
thereby prove themselves to be 
fatally lacking in comprehension of 
the realities of the banking process. 
They fail to ‘think through’! They 
stop short at the point where the 
check reaches the second bank and 
sets up a new ‘deposit’ and do not 
follow the actual transfer of money 
by the second operation whereby 
cash or reserves are transferred to 
the second bank through the pay- 
ment of the check.” 


second bank for having assumed the 
original liabilities of the first bank. ~ 

The check, when entered in the sec- 
ond bank’s account increases its debts 
and when charged to the depositor by 
the first bank, decreases the latter's 
debts. The check, when it is returned 
from the second bank to the first bank 
and is paid by the first bank, decreases 
the first bank’s assets and increases the 
assets of the second bank. The double- 
entry balances in both banks are thereby 
completed and the books, as technically 
termed, are “in balance.” 


AN IMPORTANT DISTINCTION 


There is a fact of fundamental im- 
portance in the distinction between (a) 
the office of a check in transferring “de- 
posits” (which are merely claims against 
assets) from the first bank to the second 
bank and (b) the immediate require- 
ment upon the first bank to pay the 
second bank for the check when the 
latter returns it. 
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It is evident that the money transfer 
did not take place through (a), the 
check deposited at the second bank, but 
did occur (b) when the check was re- 
turned to the first bank and paid by the 
actual transfer of currency to the sec- 
ond bank. The money transfer (b) was 
between the assets of the two banks by 
remittance of cash, not between the lia- 
bilities of the two banks. 


LIABILITIES REPRESENT CLAIMS 


It is also evident that these liabilities 
do not represent money; they represent 
only claims against the bank's current 
assets. It is apparent that those econo- 
mists, writers, bankers and_ so-called 
“experts” who declare bank deposits to 
be money, thereby prove themselves to 
be fatally lacking in comprehension of 
the realities of the banking process. 
They fail to “think through.” They 
stop short at the point where the check 
reaches the second bank and sets up a 
new “deposit,” and do not follow the 
actual transfer of money by the second 


operation whereby cash or reserves are 
transferred to the second bank through 
the payment of the check. 

This second operation is not apparent 
to the layman in the usual transfer by 
means of clearing house balancings and 
escapes the attention of the untrained 


individual. Whether this second opera- 
tion is completed by the transfer of cur- 
rency, or is covered by means of a 
cashier's check, or is settled through the 
clearing house, or in a Federal Reserve 
bank, the results are identical. 

Evidently it is this transfer of assets, 
not the prior transfer of the deposit lia- 
bility, which conveys money to the sec- 
ond bank, and therefore it appears that 
the assertion that the transfer of the 
claim is the transfer of money is illogi- 
cal and incorrect. Similarly, the wide- 
spread allegations that “bank deposit 
balances are money created out of thin 
air by banks” are equally untrue. No 
one can follow the actual banking pro- 
cedure, as here explained, and, in my 
opinion, logically claim that such state- 
ments have validity. 


HOW DID THIS MISTAKEN VIEW 
ORIGINATE? 


The origin of this mistaken viewpoint 
is partly explained in the preceding para- 
graphs, but there is another considera- 
tion which is argued by the supporters 
of the “deposits are money” theory, 
namely: That even if the “deposits” 
represent only claims against the bank's 
assets from the point of view of the 
bank, the conditions are reversed when 
looked at from the viewpoint of the de- 
positor. From his standpoint his bank 
deposit is his asset, while the promissory 
note he has given the bank is his lia- 
bility. 

This statement, of course, is true but 
only superficially so. The depositor’s 
actual resource is not the deposit, as 
such, but is his claim recorded by the 
deposit against the actual assets of the 
bank. It is the bank's assets to which 
he looks for final security. If these are 
lost by theft or speculation there will 
remain no value in his deposit-balance, 
however large it may still appear on the 
bank’s books, or in his own checkbook. 
The loss of the bank’s assets means the 
loss of the depositor’s resource; his 
“money” is gone. It is evident that his 
deposit-balance was not money. 


““MEANS OF PAYMENT” 


An article in the December number 
of the American Economic Review on 
“Fallacies of Social Credit” by the pres 
ent writer, was criticized in the March 
issue of that quarterly by a well known 
professor of economics who stated that 
my article “appears to show that Mr. 
Chase does not believe that banks create 
means of payment.” He also says that 
he “is of the opinion that most econo 
mists are agreed that a modern commer- 
cial banking system can create means of 
payment.” The professor evidently de- 
fines “money” not as “a common medium 
of exchange in trade,” but as “a com- 
mon means of payment.” This definition 
is the jurist’s or “etatic” conception of 
money—the legal view—as lawyers con 
sider money primarily in one capacity 
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only as legal tender for the discharge of 
debts. The economic definition is the 
first—a common medium of exchange. 
This view has prevailed during historic 
time and is accepted by the most notable 
economists on both sides of the water. 


TWO SEPARATE FUNCTIONS 


The fatal objection to the use of the 
word “create,” which the dictionaries 
define as “made from nothing,” can 
only be overruled by those economists 
and magazine writers who have no sufh- 
cient comprehension of the principles of 
double-entry accountancy and who are 
unaware that the drawing of checks 
against demand deposits entails two 
separate functions. 

(1) The drawer (X) sends his check 
to his creditor (Y) who deposits it in 
his bank (B) which enters the amount 
of the check to the credit of (Y) thereby 
assuming a liability to (Y) to be liqui- 
dated in time by the latter's drafts 
against it. The check has transferred 
this liability (deposit) from X’s account 
at bank (A) to Y’s account at bank 
(B). 

The uninformed commentator de- 
clares that the check has transferred 
money or means of payment from X to 
Y, but nothing of the sort has occurred 
until the second step (2) of the pro- 
cedure develops. This step is taken 
when bank B sends the check to bank A 
to be paid in currency (or credit at a 
central bank). If bank A transmits 
currency to B, the assets of A are re- 
duced and those of B are correspond- 
ingly increased. Money has gone from 
Ato B. This “payment” of the check 
by A provides the transfer of assets. 
The check itself in function (1) does 
not do this. The check merely transmits 
the liability—the claim against assets. 
The transaction is not completed by 
function (1), as amateur economists be- 
lieve (see Douglas, Soddy and Co.), but 
is completed only when by function (2) 
actual assets are transferred directly, or 
through “clearing” whereby reserves at 
the central bank are transferred from 
A’s account to B’s account. Only the 
latter procedure transfers money or its 
equivalent from bank to bank. 


KEYBOARD 


provides exceptional 


speed with less effort 


For the past half-century bankers have 
preferred the Burroughs Visible Key- 
board—also known as the Short-Cut 
Keyboard because of the many operat- 
ing short-cuts it provides. It is the only 
type of keyboard on which 


e An amount ordinarily requir- 
ing a series of key depressions 
is written as a single unit; 

e An entire amount and the 
motor bar are depressed to- 
gether; 

e There are no ciphers to write— 
ciphers print automatically. 


These and many other time and labor 
saving advantages of the Burroughs 
Short-Cut Keyboard mean fewer 
motions, and fewer motions enable 
operators to handle figures accurately 
with exceptional speed—one of the 
prime requisites in handling bank work. 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT, MICHIGAN 
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Those “economists,” magazine writ- 
ers and commentators in the press, who 
assert that bank-deposit-balances consti- 
tute money have not been trained as 
accountants and some of them express 
faintly disguised contempt for “book- 
keeping and bookkeepers.” 


CRITICISM OF SOME DEDUCTIONS 


These gentry consider their own in- 
tuitions and imaginings superior to the 
dull ploddings of double-entry systems, 
concerning which they are proud to 
know nothing. They draw deductions 
“out of thin air” and apply them to 
their interpretations of “creation” of 
unlimited purchasing power by banks. 
They claim that commercial banks 
“manufacture” money, limited only by 
legal requirements as to reserves. 

When attention is directed to the 
fallacious assertions of these critics they 
retort as did one of the most famous 
of British lay writers upon banking, 
Professor Soddy, when his failure to 
diagnose bank procedure correctly in 
regard to over-drafts and promissory 
notes was pointed out to him, by saying 
that he did not claim nor desire to 
understand the manipulation of bankers’ 
bookkeeping, which was fraudulent 
anyway; while accountants were mere 
accessories in complicating the debits 
and credits in books of account. He de- 
clined to allow any validity to state- 
ments compiled by these hired servants 
of the unrepentant bankers. This 
attitude of exasperation combined with 
ignorance is a primary reason for the 
present outpouring of amateurish ar- 
ticles violently criticizing bankers and 
current bank procedure. 


“AN ENTIRE BANKING SYSTEM” 


It is frequently stated that “the func- 
tioning of the entire banking system is 
different from the functioning of one or 
more independent banks” and one criti- 
cal professor says that this is “the basic 
conception of a modern commercial 
banking system.” 

This “basic conception” is prevalent, 
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but appears to be one of those popular 
“higher order abstractions’ which 
present day theorizers enjoy applying 
to the idea of money. 

Is there an “entire modern banking 
system”? Certainly not in this country 
where we have forty-nine separate sys- 
tems of banking—the states and the 
nation. Even the British system, which 
is more compact and is centralized 
around the Bank of England, is not an 
independent “system.” It has daily in- 
terrelations with France, Italy, Ger- 
many, the Dominions beyond seas and 
with Spanish American countries, as 
well as with these half-hundred systems 
in the United States. 

The only entity which pertains to 
all these so-called systems is the idea of 
money as a common medium of ex- 
change, meaning thereby the monetary 
metals, gold and silver. If this “basic 
conception” is carried out logically it 
must necessarily embrace a whole world 
system. There is, however, no such 
system other than the acceptance of 
gold and silver as money — universal 
media of exchange. This fact appears 
to support my contention regarding the 
correct definition of money as a “com: 
mon medium of exchange” not as a 
“means of payment,” for such “means” 
are authorized only nationally and vary 
widely among all the nations of the 
earth. 

~©>- 


RECOVERY UNCERTAIN 


THERE is a dangerous habit among 
statisticians to assume that because last 
year was better than the year before, 
and this year is better than last year, 
it follows inevitably that next year is 
going to be better than this year. It is 
easy and pleasant to overlook new 
factors which, at one time relatively in 
significant, are growing into factors of 
real importance. It is worth while at 
this time to see conditions as nearly as 
possible in their true light. We must 
know whether we are building with 
rotten timbers upon a foundation of 
quicksand.—The People’s Money. 





Accounts Receivable Financing 


Blanket Indictment of This Type of Financing Is Resented by 
Author and Honest Criticism Is Asked For 


By THEODORE H. SILBERT 


ject, it is important first to define 

what we mean by “Accounts Re- 
ceivable Financing.” It is merely the 
sale, pledge or collateralization of ac- 
counts receivable, with a lender or a 
commercial finance company, which pur- 
chases such well-rated accounts from re- 
sponsible manufacturers or wholesalers, 
and advances, at the time of the pur- 
chase, or lends an amount of money— 
usually fixed beforehand—by an agreed 
upon percentage. This has the ultimate 
effect of providing the seller of the ac- 
counts receivable with liquid cash, in- 
stead of dormant accounts. 

Our purpose is to analyze the qual- 
ities and defects of this system of 
financing, and particularly to devote 
ourselves to ascertaining the origin of 
the furtive secrecy, the intolerant dis- 
approval and violent objections to this 
type of financing. 

Perhaps some of the prejudice can be 
traced to our financial leaders and credit 
executives, who unfortunately still asso- 
ciate accounts receivable financing with 
bankruptcies and forced liquidations. It 
is true that under the old order a few 
unscrupulous merchants were wont, at 
times, when they were facing insol- 
vency, to raise some cash through the 
sale of their accounts receivable, and 
then to prefer certain creditors, or ab- 
scond. It is also not to be denied that 
bankers were often solely palliative 
minded, that accounts receivable could 
be used merely as additional collateral 
whenever any weakness took place in 
the account of any borrower. 

It is hard to eradic&te these fixed im- 
pressions from the minds of the oppo- 
sitionists, notwithstanding the great 
changes in business methods that have 
taken place, perhaps without their 


[ discussing this controversial sub- 


knowledge. These objectors failed to 
see that accounts receivable financing 
could be a constructive factor; that this 
method of financing could preserve and 
ameliorate the existence of many organ- 
izations; and that the only fair yard- 
stick or test by which to measure ad- 


The sale of accounts receivable 
as a means of commercial finance is 
a subject upon which there has been 
considerable ‘disagreement among 
bank credit men and students of 
credit in general. In this article 
the author, who is vice-president of 
the Standard Capital Corporation 
of New York, presents the argu- 
ments for the defense —EpIrTor. 


vantages or disadvantages of this system 
would lie in analyzing the cost of the 
financing and the final effect on the 
business. Therefore, sweeping condem- 
nation is purely intolerance and resent- 
ment of the march of time in the business 
world. 


A DUAL ROLE 


Many years ago, late in the 1800's, 
the merchandise jobber or wholesaler 
fulfilled a dual rdle of both banker and 
merchant. He kept his factory sources 
busy, at an even point, by purchasing 
goods from them out of season—some- 
times even years in advance. On the 
other hand, he sold to retailers, and per- 
mitted them long terms, which gave them 
enough time, in turn, to extend credit— 
particularly to farmers—months in ad- 
vance of the sale of their crops. The 
retailer waited until the farmer sold his 
produce. The wholesaler waited until 
collections were made. 
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The result was that the merchandise 
jobber reaped a series of profits: (1) A 
purely merchandising profit from the 
manufacturer; (2) An additional profit 
for keeping the factory busy at times 
when it would normally be shut down; 
(3) An extra profit from the retailer for 
giving extraordinarily long terms. How- 
ever, the speeding up of railroad trans- 
portation, the elimination of stocking 
sizable merchandise inventories, the 
shortening of terms, and the almost com- 
plete extinction of the wholesaler, have 
led to a new order of business manage- 
ment, which has sprung up almost un- 
beknown to most of us. 

Manufacturers must now do their 
own banking and merchandising, and 
take up the slack left by the extinction 
of the wholesaler and the depression 
flight of the banker. Incidentally, the 


overage given to the wholesaler in the 
past, as an additional profit incentive, 
is now available to the manufacturer to 
help him break down the burden of the 


extra financing costs which he must now 
assume. This is often less costly to him 
than under the old order. Then, his 
fate was in the hands of one wholesaler 
who might terminate his business career 
at will. Today, he has direct contact 
with his customers, and the loss of one 
outlet would not jeopardize the success 
of his business. 

Few people have forgotten the 
lamentations which greeted installment 
financing of automobiles, such as “mort- 
gaging the future,” “pledging future 
earning power.” However convincing 
they might have been in the transition 
period, think of the automobile industry, 
the manufacture of refrigerators and the 
marketing of income producing machin- 
ery; how much their progress should 
have been retarded if we had listened 
to the resentment of the old order to 
the changing conditions. 

Customs have changed. Once it was 
a virtue to burn witches, and a vice to 
collect interest. Today the reverse is 
true. However, lawyers and bankers 
are slow to alter their opinions or to 
adapt themselves to changes. Their 


THE BANKERS MAGAZINE 


training, which schools them to look 
backward to precedent, clarifies this 
prejudice. True, under conditions ex- 
isting fifty or more years ago, accounts 
receivable financing was justifiably 
frowned upon. Conditions did not 
necessitate this method of financing. Is 
the present opposition, therefore, to be 
attributed solely to obsolete opinions? 

Let us consider the facts for a mo- 
ment. There have been thousands of 
concerns which, even though denied 
bank lines, have continued their exist- 
ence, thanks to accounts receivable 
financing, and, in many cases, have pros 
pered over and above their former con- 
ditions. Should these concerns have 
perished by arbitrary regulations? Of 
course, we realize that the banks are un- 
secured lenders, general creditors, and 
are custodians of funds entrusted to 
them, but it is the manufacturer with 
whom we are concerned. He must have 
someone to whom to turn where his 
bank stops. 

In many industries competition has 
rendered the undercapitalized entre: 
preneur at a disadvantage when he has 
to pay more than the rate for prevail 
ing bank loans. However, here at least, 
he has the alternative, under accounts 
receivable financing, of speeding up vol- 
ume, thereby reducing overhead, which 
enables him, in this manner, to nullify 
the extra costs of financing; and earn 
large purchase discounts by having on 
hand cash to anticipate his own obliga’ 
tions. 

The fate of those concerns which were 
able to qualify for bank loans was very 
fortunate. The worst that could be said 
was that these manufacturers were 
limited to the extent laid down by the 
fixed limitation of a bank line. Accounts 
receivable financing, though more costly, 
would bring no such ceiling, and would 
permit elasticity in the expansion of 
sales. Bank lines are liberal and avail- 
able when least, desired. Receivable 
financing is definite, and expands when 
needed most. For manufacturers in non- 
competitive industries, and such as that 
of patent owners, there is no argument 
against accounts receivable financing, be 
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cause the cost can grow more rapidly 
than with bank loans. 


SUCCESS ULTIMATELY RESTS ON 
MANAGEMENT 


It is true we live in a capitalistic 
country, under the dictum of “the sur- 
vival of the fittest,” and we are told 
that a concern which has not earned a 
bank line for itself is not deserving of 
any loan accommodation from any 
source. On the other hand, the mere 
fact that an organization is eligible for 
bank credit and has substantial capital 
is no recipe for success, by reason of ob- 
taining unsecured money at low rates 
from its bank. We know that even if 
some organizations were to obtain 
money, free of interest, there is no as- 
surance that these concerns would not 
dissipate their assets because of misman- 
agement or dishonesty. The important 
things to consider are: (a) Is the man- 
agement good? (b) Are the funds made 
available constructive? 

Our criticism of the opposition to 
accounts receivable financing is based, 
therefore, on the facts that all of the 
objections exist because of fixed preju- 
dices and obsolete reasoning, handed 
down to us from a different age of mer- 
chandising and banking, and as a result 
of an inability to adapt ourselves to the 
changing conditions that have led to the 
present New Deal times, necessitating a 
new mental analytical and scientific ap- 
proach to this subject. 

We have no objection to honest criti- 
cism of accounts receivable financing 
where there is a lack of some construc: 
tive or beneficial advantage accruing to 
the borrower. We emphatically resent, 
however, the blanket indictment, in gen- 
eral, of accounts receivable financing, 
which, in turn, leads to secrecy and un- 
palatable furtiveness. 

In conclusion, we must admit that it 
is true, as argued by oppositionists to 
this method of financing, that no new 
assets are added to the concern’s net 
worth. However, it is undeniable that 
assets which are more or less frozen for 
a stated number of days become liqui- 
dated into cash, with the many result- 


John B. Glenn, who becomes the 
president of the new Pan American 
State Bank, New York City. Mr. 
Glenn has been the New York agent 
for the Banco Nacional de Mexico, 
which recently bought the Harbor 
State Bank. The main office of the 
bank will be transferred to 52 Wil- 
liam street, where the agency of the 
Mexican bank has been located. The 
new institution will specialize in Pan 
American business and the capital be 
increased to take care of expansion. 
Mr. Glenn was formerly a vice-presi- 
dent of the Chatham Phenix Na- 
tional Bank & Trust Co. He has 
had extensive experience with Mexi- 
can business and finances and, at one 
time, was financial adviser to the 
Mexican government. For five years 
he was in the American consular serv- 
ice in Mexico. 


ant advantages accruing to the possessor 


of such liquid funds. For a business 
can be compared favorably with a human 
being. Cash in a business is like blood. 
No human being can survive without 
blood and no business without cash. 
Many a business and many a person 
have been saved by a prompt transfusion 
to become a credit to the community and 
a pillar of strength to dependents and a 
source of pride to others. 

Let us abolish generalization of 
blanket disapproval, intolerant, un- 
reasonable and obsolete objections to ac- 
counts receivable financing and substi- 
tute the open mind in its place. 





Deposit Insurance for Mutual Savings Banks 


New York State Feature of Emphasis on Sound Banking 
Rather Than on Deposit Insurance and Co-ordination of 
Federal Government Control Are Advocated 


By the Banking Group,* Bureau of Economic Research, Brooklyn College, 
under the direction of W. H. Steiner 


EPOSIT insurance for mutual 
D savings banks has been widely 

discussed, but variously answered. 
Earlier discussion of the protection of 
savings depositors had regarded that af- 
forded by mutual savings banks as ade- 
quate, and had merely sought to pro- 
vide comparable security for thrift de- 
posits held by other banking institutions. 
The proposals to achieve this end usually 
involved segregation of such deposits 
from the other funds of the bank, re- 
striction of their investment to specified 
forms, etc. The widespread bank fail- 
ures of the twenties left the mutual sav- 
ings banks practically untouched, while 
the losses of the early thirties were ex- 
tremely small. Only in the Banking 
Act of 1933 was the problem of insur- 
ing mutual savings bank deposits actively 
raised; and it was then complicated by 
the prior confusion that accompanied 
state banking moratoria, the national 
banking holiday, and the inception of 
currency depreciation. 


DEVELOPMENT 


While most savings banks today have 
their deposits insured, the movement has 
become entwined with the co-operative 
banking development cited in a preced- 
ing article. The layman’s conception of 
deposit insurance as a means of making 
good losses due to insufficiency of bank 
assets, and even the conception in the 
Banking Act of 1933, creating the Fed- 
eral Deposit Insurance Corporation, of 
making the funds of a depositor in a 
suspended bank immediately and con- 
tinuously available to him, have given 


_ 


*E. Shapiro, I. Brender, L. Browde, A. 
Goldhaber, N. Moinester and S. Mullin. 
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way to the thought of preventing bank 
difficulties and suspensions. 

At the close of 1933, the Temporary 
Federal Deposit Insurance Fund, insti- 
tuted on July 1, had 214 mutual sav- 
ings banks as members, out of the 577 
in the country.2. Their deposits aggre- 
gated $6,376,000,000, out of a total of 
$9,723,000,000. Of their deposits, $4,- 
429,000,000 were insured. 

More than half the insured banks, 
with over three-fourths the insured de- 
posits, were located in New York. In 
that state, as in Maine, Indiana, and 
Wisconsin, some, but not all, of the 
banks became members. However, no 
mutual savings banks in New Hamp- 
shire, Massachusetts, Rhode Island and 
Connecticut joined the Fund. This was 
due in part to a ruling in some states, 
such as Connecticut, by the _ state 
attorney general that mutual savings 
banks could not legally subscribe to 
FDIC stock. In contrast, all eligible 
mutual savings banks in Vermont, New 
Jersey, Pennsylvania, Delaware, Mary- 
land, Ohio, Minnesota, Oregon and 
Washington joined. So did the bank 
in California that the FDIC insured 
with commercial banks. 

During the year 1934 a great change 
in membership occurred. After much 
discussion, the amendment of June 16, 
1934, postponed to July 1, 1935, the in- 
auguration of the permanent plan for 
Federal deposit insurance that required 
stock subscription and presented a pos: 
sibility of unlimited assessment. It also 
created a special Fund for Mutuals, and 
permitted mutual savings banks to elect 


*Excluding one bank in California that the 
FDIC insures as a commercial bank, but in- 
cluding the guaranty savings banks of New 
Hampshire. 
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whether they would insure deposits for 
$2500 or $5000 each. Nevertheless, 
numerous banks withdrew at the mid 
year—both banks in Delaware, 133 of 
the 135 members in New York, and 14 
in Maine, 2 in New Jersey, 5 in Penn- 
sylvania, and 11 in Maryland. The 66 
banks which remained members of the 
FDIC were joined by two others before 
the close of 1934, making 68 banks in 
the Temporary Federal Deposit Insur- 
ance Fund on December 31, with de- 
posits of $1,045,000,000, of which it 
was estimated that $806,000,000 were 
insured. Nearly half were the deposits 
of the two New York City banks that 
remained in the Fund. 


STATUS OF THE FUND 


The status of the Fund on Dec. 31, 
1934, is shown in the following tables 
prepared from FDIC data: 


NUMBER 


Per Cent. 
of Banks 
Insured 


Insured 
68 
PARTIAL MEMBERSHIP: 
Maine 


New Jersey 

Pennsylvania 

Maryland 

Indiana 

Wisconsin 

CoMPLETE MEMBERSHIP: 


Number Deposits (000,000 


Vermont $71 omitted) 
Ohio 112 


Minnesota 62 
Oregon * 
Washington 52 


hRANNRE NA 


*Less than 0.5. 


In 1934, two state insurance plans 
made their appearance. In Massachu- 
setts the Mutual Savings Central Fund, 
Inc., established in 1932, was required 
to establish a fund to insure the de- 
posits of the mutual savings banks in 
the state. In New York, the savings 
banks which withdrew from the FDIC 
joined a Mutual Savings Banks Fund 
created on July 1, 1934, for which the 
Savings Banks Trust Company ‘was to 
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act as trustee. They merely shifted their 
allegiance from the FDIC to a state 
fund of their own, which, however, had 
special features that will be mentioned 
later. Thus at the close of 1934 only 
178 mutual savings banks, with deposits 
of $1,990,000,000, were uninsured in 
the United States. 


STRUCTURE OF THE PLANS 


The FDIC now operates under a per- 
manent plan, provided by the Banking 
Act of 1935, as does the New York 
state plan. Both are voluntary. The 
Massachusetts plan as extended expires 
March 1, 1942, and is compulsory upon 
all mutual savings banks in the state, 
certified by the Commissioner as sound 
and complying with the rules of the 
Fund. The New York plan in order to 
become effective required that at least 
75 banks, with at least 50 per cent. of 


Deposits (000,000 omitted) 


Per Cent. of 
Deposits in 
Insured Banks 

11 


Total 
$9,735 


Insured 
$1,045 


118 
5,155 493 10 
315 194 62 
523 5 1 
200 1 1 
19 13 67 
4 4 82 
No MEMBERSHIP: 
Number 
New Hampshire 48 
Massachusetts ..193 
Rhode Island .. 9 
Connecticut 
Delaware 2 


38 32 


Deposits (000,000 

$184 omitted) 
2,052 
170 
669 
29 


the savings bank deposits of the state, 
participate. The Massachusetts banks, 
by a four-fifths vote, may dissolve their 
plan when no longer needed to protect 
depositors, or when legislation permit- 
ting them to join the FDIC is passed, 

Originally, the temporary FDIC plan 
required an assessment of one-half of 
one per cent. of deposits, half of which 
was payable at once, and permitted: an 
additional assessment if needed. At-the 





a 
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middle of 1934, when the temporary 
plan was extended for one year, a spe- 
cial Fund for Mutuals was created. Un- 
der the permanent plan, the annual as- 
sessment is limited to one-twelfth of one 
per cent. of total deposits, but a separate 
Fund for Mutuals is permitted, with a 
lower rate. The two state funds set a 
higher rate. Massachusetts required an 
initial assessment of one-fourth of 1 per 
cent. of deposits, other than club ac- 
counts, and fixed a maximum of 1 per 
cent. The New York fund is to be built 
up by four discretionary assessments of 
one-fifth of 1 per cent. of deposits, with a 
fifth permitted if two-thirds of the mem- 
bers, having three-fourths of the total 
deposits, approve. This is in addition 
to an annual assessment of one-tenth of 
1 per cent. of deposits. 

The FDIC may place funds not other- 
wise employed in United States secu- 
rities or deposit them temporarily with 
a Federal Reserve bank or with the 
Treasurer of the United States. The 
two state. funds, while financially sepa- 
rate, are held by their respective “co- 


operative banking” bodies. The Massa- 
chusetts fund, aside from advances to 
members, may be held on deposit, in 
United States and Massachusetts secu- 
rities, or in bankers’ acceptances; the 
great bulk is held in United States se- 


curities. In New York, the fund is 
held in trust by the Savings Banks Trust 
Company. It holds cash (trust deposits 
on the books of the Trust Company), 
U. S. Government and other securities. 
None of the three plans pays any inter- 
est to its members on their contribu- 
tions; income is used to pay expenses 
and add to principal. 


HOW THEY OPERATE 


Full coverage is provided in the plans 
of both Massachusetts and New York. 
The FDIC restricts the loss in one ac- 
count to $5000 and in the original tem- 
porary plan covered only $2500. In 
Massachusetts three years are allowed 
for payment of claims, while there is a 
maximum limit set, beyond which assess- 
ments cannot go. In New York, like- 
wise, the fund is limited in size, so that 
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claims could be recognized and paid only 
to the extent of resources available. 
Since the insurance covers only that part 
of the depositors’ claims not realized 
from the liquidation of the failed bank, 
it would seem that payments to depos- 
itors would await liquidation. This is 
inaccurate, since other powers exist 
which permit earlier payment as is in- 
dicated later. 

The FDIC acts as receiver for its 
failed national bank members, and seeks, 
where state laws permit, to act in the 
same capacity for its state bank mem- 
bers. It replaces them with new insti- 
tutions, or makes the deposits imme- 
diately available in existing institutions. 
In Massachusetts the Fund takes posses- 
sion of a member certified to it by the 
Commissioner of Banks as in unsound 
or unsafe condition to continue business. 
It operates the institution under the 
Commissioner’s supervision, until the 
member is either liquidated or resumes 
operations; but it may turn the institu- 
tion back only after it has been repaid 
or has received satisfactory security for 
repayment. In addition to advancing 
funds, it may buy assets on terms and 
at valuations approved by the Commis- 
sioner. 


THE NEW YORK PLAN 


Both Federal and original Massachu- 
setts plans covered only a situation in 
which an institution suspends operations. 
The New York plan goes one step fur- 
ther. It seeks to avoid danger. The 
agreement creating the Fund confers 
upon the trustee, namely the Trust 
Company, broad opportunities for assist- 
ance in the improvement of manage- 
ment and the correction of unsound 
practices. If the Superintendent of 
Banks certifies that the condition of the 
bank is such as to require attention by 
the Fund, it is required to utilize the 
services mentioned in a preceding ar- 
ticle, of which it might at any time have 
voluntarily availed itself, and which has 
frequently been done. The Fund then 
takes charge of the individual bank, but 
only when that is required to fulfill its 
responsibility to all its member banks. 
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The New York plan also provides 
financial assistance which may be needed 
to permit the bank to rearrange its af- 
fairs while maintaining its surplus at a 
It may take one of a variety 


safe level. 
of forms: 

1. Purchase of assets (even real estate 
acquired by foreclosure) at book value, 
with or without a repurchase agree- 
ment, under certain circumstances; e. g., 
to replenish a depleted surplus. 

2. Contribution to a member's guar- 
anty fund, with the Superintendent’s 
approval. 

3. Assumption of temporary control 
and operation of a member, under the 
Superintendent’s approval. The mem- 
ber may be turned back upon comple- 
tion of necessary requirements, or it may 
be liquidated. 

4. Eventual repayment of advances is 
required, but the terms are not so strin- 
gent as to embarrass the recipient. Of 
course, in a closed bank it may make 
available to depositors as much of a de- 
posit deficiency as the resources of the 
Fund permit. 


Many other services are rendered by 
the Fund which may make it unneces- 
sary to render financial assistance. The 
Fund freely consults with and advises 
individual savings banks at their request 
on every phase of savings bank manage- 
ment. Revision of the bond list may be 
discussed. Operating problems may be 
considered. In granting financial assist- 
ance, the official personnel may require 
additions; but a drastic change is seldom 
required. Mergers may be called for in 
other cases. Thus the Banking Depart- 
ment has co-operated with the savings 
banks through their state association and 
the Savings Banks Trust Company in 
furthering its program of strengthening 
savings banking through the elimination 
of unprofitable or poorly managed units 
by mergers with stronger institutions. 
Whatever the form, the plan, in the 
words of the New York Superintendent 
of Banks,? “has one distinct advantage, 
since in addition to providing for pay- 
ment of depositors in full upon liquida- 


—_—. 


*Annual Report, 1934, p. 13. 
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tion, it also permits the strengthening 
of going institutions whose condition 
may for any reason have become unsatis- 
factory.” 

The revised Massachusetts plan ap- 
parently also seeks to anticipate difh- 
culty to some extent. Instead of giv- 
ing the bank commissioner power besides 
that already cited to certify to the Fund 
merely “that it is unsafe and inexpedi- 
ent” for a certain bank to continue to 
transact business, he may in his discre- 
tion certify that it is “inadvisable or 
inexpedient” that a bank continue to 
transact business. Thus he is granted 
specific discretion of a broader sort. In 
such cases, “whenever in the judgment 
of its board of directors such action may 
reduce the risk or avert a threatened 
loss” to it, the Fund with the Commis- 
sioner’s approval may purchase the 
bank’s assets in whole or part in order 
to effect the purposes of the Act. The 
terms and conditions, including book or 
other values, are determined by the di- 
rectors with the Commissioner's ap- 
proval. 

In the light of the above analysis, the 
view of mutual savings banks towards 
the FDIC is readily understandable. 

The heavy withdrawal of mutual sav- 
ings banks in New York and other states 
from FDIC membership has been at- 
tributed partly to doubt that they might 
qualify for the permanent plan originally 
contemplated. More largely, however, 
it has been ascribed to the fact that they 
regarded themselves as preferred risks, 
not properly subject to the same assess- 
ment rate as, nor responsible for the 
losses of, commercial banks. There is 
also another compelling reason—the ad- 
vantage of joining deposit insurance 
with co-operative banking—which we 
shall see shortly. 

First, let us consider whether the mu- 
tual savings banks really are preferred 
risks. As the FDIC observes,* condi- 
tions under which depositors in both 
classes of banks incur losses are not 
strictly comparable. Mutual savings 
banks can require notice before with- 


“Annual Report, 1934, pp. 111-3. 
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drawal of any deposits, can restrict the 
amount which a depositor may with- 
draw, and can withhold interest even 
though earned. They further may avert 


Number of Banks 


State 


Massachusetts 
New Hampshire 
Wisconsin 
Massachusetts 
Minnesota 
Maryland 
Indiana 
Wisconsin 


Suspended 
l 
1 
l 
2 


"Subject to reduction as recoveries occur. 
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of suspensions since 1930, as shown by 
the FDIC, may be examined more 
closely. By states and years, it is as 
follows: 


Deposits (000 
omitted) 
$ 4,867 } 
11,400 | 
437 
9,283 
160 
22,593 
1,657 


Estimated Loss* 
(000 omitted) 


$6,530 
157 
4,738 


Thus one of the Massachusetts banks is likely 


to pay in full, another to show only a small loss, such as 10 per cent. 


insolvency by reducing the accounts of 
all depositors proportionately. 

Loss to mutual savings bank deposi- 
tors in the country as a whole during 
the five years 1930-34 inclusive, as shown 
by the FDIC's figures, has been heavier 
than at any preceding time since the 
opening of the present century. For 
the first three decades, in fact, losses oc- 
curred only in 10 of the 30 years. Yet 
the average annual loss for the five year 
period was less than four cents per $100 
of deposits; for the entire seven decades 
since the Civil War ended in 1865, it 
was only 1.7 cents per $100. Even the 
four cents represents an overstatement; 
it includes estimated losses due both to 
suspension and to “scaling down” ac- 
counts in Massachusetts and Maryland 
in banks that remained open, without 
allowing for subsequent payments to de- 
positors as recoveries occur on the assets 
written down. Some have been made, 
and more are likely. 

However, informal co-operation and 
mergers among savings banks have also 
undoubtedly avoided some closing and 
losses, although RFC advances undoubt- 
edly were an important stabilizing in- 
fluence in some commercial bank and a 
few savings bank cases. In short, the 
FDIC figures for the country as a whole 
are subject to certain modification; while 
any comparison with the records of 
other banks introduces imponderable 
elements. 

Nevertheless, the savings bank record 


The midwestern states with scattered 
failures could operate no insurance sys 
tem of their own, nor could the western 
states if they desired to do so. Com- 
petition with insured commercial banks 
forces them to take refuge in the FDIC. 
The New Hampshire failure was an iso- 
lated one due to malfeasance in connec 
tion with western farm loans, while the 
Maryland losses involve one liquidation 
and four “scalings” of deposits. The 
Massachusetts “scaling” of deposits, less 
recoveries, would seem easily to be cov 
ered by the state fund, while New 
York’s fund can be subjected to no test 
of former loss experience, since none of 
its banks has suspended. 

The reason why eastern mutual sav- 
ings joined the FDIC would seem to lie 
in the uncertainties of the times when 
it was instituted and a desire to con- 
tribute to banking stability. On the 
basis of past experience the problem of 
protecting depositors against ultimate 
loss was not a vital one for them. It 
did not provide what they wanted nor 
needed; while it provided an excessively 
costly plan, joined with less well se 
lected risks, and subject to control out- 
side the savings banks themselves.® 
Especially was this true after the close 
of 1933, when the pressure upon the 
savings banks lifted, and the problem 
entered a new phase. 


*The same objections exist to recent pro 
posals to have mutual savings join the Fed- 
eral savings and loan insurance plan. 
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DEPOSIT INSURANCE AND CO-OPERATIVE 
BANKING 


The advantages to the savings banks 
of having a state operate its own system 
of deposit insurance are several fold. 
The cost is really less in relation to the 
coverage, since the diversification does 
not include lower grade risks subject to 
heavier loss, and any earnings may be 
used for the contributing banks them- 
selves. Nor is a Federal body added 
to the supervisory mechanism; the FDIC 
is empowered to examine its members, 
and has already set a maximum rate of 
interest that its members may pay on 
deposits. More important, however, is 
the advantage introduced in the New 
York Plan. Henry R. Kinsey, then 
president of the Savings Banks Associa- 
tion of the State of New York, ex- 
plained that the plan was designed “not 
only to insure deposits but also to ac- 
complish the more important purpose of 
maintaining in their present condition 
and even improving the status of all 
mutual savings banks in the State of 
New York.” This is, in fact, not con- 
ventional deposit insurance at all, but 
co-operative banking and mutual self- 
supervision. The only reasons in 1934 
for adding deposit insurance to co-oper- 
ative banking in New York would seem 
to be, first, psychologic, to provide con- 
tinued deposit insurance on leaving the 
FDIC, and second, as a matter of con- 
venience, to lodge a preventative check 
(lacking in other states) with the Sav- 
ings Banks Trust Company as trustee, 
which its charter did not permit it to 
exercise as principal. 

This means that, in its full fruition 
mutual savings banks deposit insurance 
becomes subordinate to self-supervision 
and co-operative banking. For savings 
banking, the “credit creation” power 
present in commercial banking is lack- 
ing. Through the SBTC and the ISC 
the mechanism impinges upon the money 
market, the securities market, and the 
mortgage market. But in none of these 
three markets do the co-operative insti- 
tutions dominate. Unlike the Federal 
Reserve System, the rediscount function 
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is passive, rather than active, and open 
market powers are lacking as an adjunct 
of credit control. Rediscount of good 
liquid assets is minor, since correspond- 
ents exist; while advances of the RFC 
type might easily involve dangerous 
freezing of assets. Instead, the chief 
functions of the two co-operative insti- 
tutions would seem to be to prevent dif- 
ficulty (to aid management in main- 
taining sound savings banking practices, 
as to loans and investments, and re- 
ceipt of deposits) and to provide tem- 
porary financial assistance. In a state 
like New York, it would seem possible 
to “peg” the situation within limits 
short of a major catastrophe, when the 
Government would have to enter. But, 


long before, it would be possible to 
take preventive measures also, by means 
of mutual self-supervision. 


CLOSE INTERRELATION 


The close interrelation that results 
between all three phases—deposit insur- 
ance, co-operative banking and supervi- 
sion—is illustrated in New Hampshire. 
Despite the fact that the New Hamp- 
shire Savings Banks Association adopted 
strong resolutions on November 15, 
1933, against deposit insurance (espe- 
cially the Federal plan), in effect the 
plan in that state, described in a pre- 
ceding article, involves deposit insur- 
ance rather than co-operative banking. 
“The work which has been done since 
the association began has been largely 
that of seeing that no depositor in the 
savings banks lost any money. This 
has been done in the case of liquidating 
and merged banks. Six such cases have 
been handled, different methods being 
used according to the services, such as 
the purchase of assets, loans, guarantees 
and grants. So far this has been done 
entirely from the annual contributions 
to the general fund.” Depositors in the 
disappearing institution have been of- 
fered cash (which few have desired) or 
a deposit account in another bank. But 
the plan in New Hampshire lacks the 
preventative powers possessed in New 
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“We started an analysis of our bank 
(which we had been wanting to do for some 
time) and after discussing it with some of 
my associates we felt that your formula is 
the best that we have been able to procure 
and because of the simplicity and the full- 
ness with which all of the details were 
covered we decided to follow the outline 
given in your book.” 


L. W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 
Richmond, Va. 


HOW 
TO OBTAIN 
BANK COSTS 


By 
E. S. WOOLLEY 


With a Foreword by 


CARL K. WITHERS 
Commissioner of Banking 
State of New Jersey 


Here at last is a book which will enable 
you to analyze your bank by a method which 
is both simple and complete. Here is de- 
seribed in minute detail and with a wealth 
of illustrations a simple method for obtain- 
ing bank costs and for installing a system 
of bank cost accounting as an aid to effective 
management. 


That this book covers its field and fills a 
long-felt want is demonstrated by the fore- 
word by Carl K. Withers, Commissioner of 
Banking and Insurance of the State of New 
Jersey. 


Your name and address on the coupon be- 
low will bring this book to your desk on 5 
days’ approval. 


BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 

You may send me on approval a copy 
of “How to Obtain Bank Costs” by E. 8. 


Woolley. At the end of 5 days I will either 
remit $5 or return the book. 


York, despite its use in “socializing” 
losses among the participating banks. 

If inflation does come to pass in 
substantial degree, savings banks may 
well face difficult problems. The co- 
operative bank work of depositary and 
rediscount facility may then again be of 
prime importance; but the preventative 
work undertaken in New York, coupled 
with its policy of aiding member bank 
management, as well as keeping itself 
liquid, should prove of inestimable value 
in enabling the banks to meet future 
problems. But it must be remembered 
that this liquidity is based in large part 
upon United States Government obliga- 
tions, both in the case of the member 
bank and the Savings Banks Trust Com- 
pany, and indirectly in the case of the 
Federal Reserve banks. 


TWO FINAL CONCLUSIONS 
Two final conclusions may be drawn. 


First, the New York feature of preven- 
tion (without deposit insurance, which 


is not needed) should be extended to 
some other mutual savings bank states, 
in which a sufficient body of strong in- 


stitutions exists. Incidentally, it is in 
teresting to observe that the FDIC is 
now eliminating unsound banks by 
merging them or replacing them with 
new institutions, and is acquiring itself 
for liquidation the slow assets involved. 
But this merely rids the insurance sys 
tem of weak banks; it does not endeavor 
primarily to guard against development 
of the weakness. 

A second conclusion is that the 
United States Government might take 
a leaf out of the book of New York 
State’s measures of co-ordination. Sw 
pervision is today divided between the 
Federal Reserve System and the Comp: 
troller of the Currency or state banking 
department; central banking is in the 
hands of the Board of Governors of the 
Federal Reserve System and the Federal 
Reserve banks; emergency bank relief is 
undertaken by the RFC; while deposit 
insurance is conducted by the FDIC. 
All overlap, so that efficiency and econ: 
omy dictate their co-ordination. 





A Decade of Investment Management 


By Euiot SHARP and 


HILE several hundred invest- 
\X / ment companies were in exist- 
ence prior to 1929, it was not 
until 1930 that it became a general prac- 
tice to publish reports in sufficient de- 
tail to enable an independent analyst to 
obtain a key to management results. 
Perhaps publication of detailed state- 
ments in the investment company field 
is one salutary result of the depression. 
On six important companies it is pos- 
sible to work out a complete ten-year 
record. A nine-year record is available 
on three more and an eight-year record 
on one more. 


AVERAGE RESULTS COMPARE FAVORABLY 


For these ten companies, then, we 
have an indication of management abil- 
ities covering most of the bull market 
of the twenties, the depression and the 
bull market of the thirties. On several 
score of important companies it is pos- 
sible to present year-by-year records 
covering most of the depression and ali 
of the current bull market. Thus we 
have representative companies under the 
limelight under all kinds of conditions 

The table that appears with this ar- 
ticle shows the annual change in the 
Dow-Jones averages from 1926 to 1935, 
adjusted for income return at the an- 
nual rate of 3 per cent. The table also 


Dow-JonEs AVERAGES (ADJUSTED FoR 3 Per Cent. ANNUAL RETURN) 


— Stocks - 
Rails Utilities 


Industrials 


ARTHUR A. WINSTON 


gives recapitulation of the average man- 
agement results by years of 56 com- 
panies. It is surprising to note that the 
average results of the investment com- 
panies compare so favorably with the 
market averages of the ten years under 
review. The investment companies 
showed better results than the stock 
market in six years, did as well in one 
year, and showed poorer in three years 
(two of which practically paralleled the 
action of the stock market). 

As many as 11 investment companies 
are ahead of their December 31, 1929, 
position and an additional 8 companies 
are only 13 per cent. or less behind such 
positions. 

The 56 companies analyzed had as- 
sets (at market value) on December 31, 
1935, exceeding one billion dollars, a 
large proportion of all investment com- 
panies assets. The figures are therefore 
quite representative. 

There are many sources of surprise in 
a study of management company re- 
sults. For example, the record of State 
Street Investment Corporation is es- 
pecially illuminating. For every dollar 
of net assets held by this company on 
December 31, 1926, the company, giv- 
ing effect to dividends paid, now has 
$3.93 of net assets. This is by far the 
best of the long term records. Indeed, 
compared with adjusted net assets at 


INVESTMENT 
CoMPANY 
RESULTS 
Aver. 
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for Bond 
and Stock No. of 
Market Cos. 
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the end of each of the last ten years 
the company was well ahead on Decem- 
ber 31, 1935, and in practically every 
year it has showed results substantially 
better than the average of the stock 
market. 

Among the leverage companies (which 
have bonds and/or preferred stocks out- 
standing) the most gratifying ten-year 
record is that of U. S. & Foreign Secu- 
rities Corporation. Its adjusted net 
assets have shown a 51 per cent. im- 
provement during the last 10 years, 
which compares with 27 per cent. for 
the adjusted industrial stock averages 
and 43 per cent. for the adjusted bond 
averages. 

In the non-leverage field it is surpris- 
ing to note that four out of five com: 
panies on December 31, 1935, showed 
higher adjusted net assets than at the 
end of 1929. This is in spite of the 
fact that during this period industrial 
stock averages were off 28 per cent. In 
this group Lehman Corporation's record 
is outstanding. A similar situation per- 
tains to General American Investors 
Co., Inc., the six-year leader in the lever- 
age group. General American is under 
the same. management as Lehman Cor- 
poration. 


IMPORTANT CHANGES IN POPULARITY 


The last 10 years have seen important 
changes in the popularity of the differ- 
ent classes of investment companies. As 
the harbinger of investment company 
improvement in this country the lever- 
age type investment company obtained 
tremendous popularity prior to the 1929 
debacle. Reacting violently against 
what it thought was poor management 
and what in most instances was actually 
the adverse effects of leverage, the 
people turned for refuge to fixed trusts. 
Its motto was—the less management the 
better. While the fixed trust is gaining 
tremendous impetus in Great Britain at 
the present time it began to wane in 
the United States as far back as 1932. 
It is now relatively insignificant as far 
as American investors are concerned. 
This is indicated by the fact that during 
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1935 only two or three fixed trusts were 
organized and the records of other fixed 
trusts indicate that their shares have 
been undergoing substantial liquidation. 

Investors began shifting their funds 
from fixed trusts into mutual funds in 
1933. Since then millions have been 
placed in companies of this type. For 
example, it is significant to note that in 
the case of the largest mutual fund— 
Massachusetts Investors Trust—a total 
of $33,000,000 was invested in its shares 
during 1935, which, together with asset 
appreciation, resulted in the fund more 
than doubling in size. The number of 
stockholders grew from 20,687 to 31,352 
in 1935. 


LITTLE CAPITAL PUT IN MANAGEMENT 
TYPE 


Practically no capital has been put 
into investment companies of the man- 
agement type since the depression got 
under way. There have been substan- 
tial shifts in this field resulting in the 
main from reorganization and consolida- 
tions. 

The two most important factors in 
this respect have been Atlas Corpora- 
tion and The Equity Corporation. The 
former represents the combination of 
more than twenty individual invest: 
ment companies and the latter the com- 
bination of more than a dozen. Neither 
of these organizations, however, has 
gone to the public for funds. It does 
not seem likely that new leverage com- 
panies will be formed or that already 
existing leverage companies will seek ad- 
ditional capital for at least some time 
to come. 

—~o- 


THE PASSING SHOW 


THERE is a possible education that will 
make men more than well ordered 
puppets in the passing show trained to 
make gestures, with no sense of the 
significance of the human drama and 
with no reflection beyond problems of 


material 
Martin. 


advantage. — Everett Dean 





Small Loan Technique 
Modernization Credits 


By Howarp HAIneEs 
Cashier, First State Bank, Kansas City, Kansas 


This is the second of a series of six articles on the development and 
technique of small loans.—E0nrror. 


Loans, Title I, were made in the first year’s operation 
from August, 1934, to August, 1935. The average 
loan during that period was reported by the Administration 
as being $409; twenty-nine months was the average term 
granted. The Federal Housing Administration was called 
upon to pay roughly $40,000 in non-collectible loans, a 
gross loss ratio of .0004 being reported to June 27, 1935. 
To accomplish this feat the Federal Housing Administra- 
tion was allowed $34,000,000 from June 1, 1984, to June 
30, 1935. $10,000,000 of this amount was for the creation of 
a mutual mortgage insurance fund, while $24,000,000 was 
for other purposes including expense and publicity in creat- 
ing a demand for such loans. 

Federal Housing campaigns stimulated trade in the 
building and certain other home furnishing industries. In 
addition to the actual amount advanced by financial institu- 
tions the Federal Housing Administration believed individ- 
uals had spent $554,000,000 during the first year for repair 
and improvement of homes. 


A PPROXIMATELY $100,000,000 in Federal Housing 


FHA Insurance—FHA Title I insurance was orig- 
inally limited to obligations arising from permanently at- 
tached real estate repairs or installations when the property 
was owned by the applicant. This restriction was soon 
liberalized to cover any type of movable home equipment, 
so attached that it could not be removed without the use of 
tools, provided the applicant was owner or lessor of the 
property. Ranges and many other articles thus entered the 
list for which loans could be made. A later change by the 
Administration removed the necessity of applicants for Title 
[ credits owning or leasing the property. Firms advertised 
in many cities after that change, offering to renters, lessors 
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or owners, gas and electric ranges, refrigerators, furnace 
equipment, ironers and many other items on “long terms,” 
“as low as six cents a day,” and “with no down-payment.” 

An amendment to the National Housing Act was carried 
as a rider in the Banking Act of 1935 as follows: 

“The first sentence of Section Two (2) of the National 
Housing Act, as amended, is further amended by striking 
out the words, ‘including the installation of equipment and 
machinery’ and inserting in lieu thereof the words ‘and the 
purchase and installation of equipment and machinery on 
real property’.” 

The National Housing Act was amended in May, 1935, 
increasing the original limit of $2000 for improvement to 
any one property to $50,000, provided the property receiv- 
ing such improvement was a hotel, office, or other com- 
mercial, educational, orphanage, hospital, manufacturing or 
industrial building. Machinery or equipment was permitted 
under this amendment as the basis for loans. The 5 per 
cent. maximum discount per annum on this type of loan was 
more desirable because amounts involved were larger.’ 

Repossession of chattels under FHA Title I contracts 
so drawn was believed by many to be directly in conflict 
with the meaning and assumption of the Federal Housing 
Act, providing specifically that insurance was to cover 
obligations given for repairs and improvements on real 
property. It was said individuals having an interest in the 
real estate involved might oppose the removal of any im- 
provement which had been attached and become a part of 
the property. However, many loans were secured by chat- 
tels and title notes. 


Other Agencies of Personal Credit—In May, 1935, 
another New Deal agency entered the field of personal 
credit. It was labelled the Electric Home and Farm Au- 


*Since this was written Congress has passed a bill extending Title I to 
April 1, 1937, with the following changes: Financing of movable equipment 
or machinery is no longer permitted for any type of property where loan for 
same is less than $2000. In future borrower must either own property to be 
improved or hold it under lease running at least six months beyond term of 
loan. In future loans can be made for improved property only thus eliminating 
new construction. Approved financial institutions will be insured against loss 
up to 10 per cent. of total advance instead of 20 per cent. The liability which 
the Administrator may incur for insurance is reduced from $200,000,000 to 
$100,000,000. The reserves already accumulated on 20 per cent. basis are not 
applicable to losses sustained on loans made after March 31, 1936. 
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thority, incorporated in Delaware with one million dollars 
capital. Its creation was under the direction of the Presi- 
dent by authority of the NIRA. The Administrator of 
Rural Electrification Administration stated the EHFA 
would operate on a nation-wide basis and would finance 
purchases of electrical equipment made by farmers. The 
REA was allocated $100,000,000 by the Work Relief pro- 
gram for extending electric power into rural sections and 
the equipment of country homes with bathroom and other 
plumbing and heating equipment along with electric ap- 
pliances. 


Careful Approval Necessary.—The same rules of care- 
ful approval in taking modernization credits, that are put 
into force in passing upon other deferred payment obliga- 
tions, were generally followed. W. C. Gilmore, vice-presi- 
dent and cashier, The Citizens National Bank, Decatur, 
Illinois, which jumped into the lead of all downstate Illi- 
nois banks in FHA loans, said in an article published by 
The Burroughs Clearing House, June, 1935: 

“There has been no relaxation of our standards of credit, 
nor have we ever been lax about these. . . . After all, 
an applicant who after five and a half years of depression 
still owns his home and has the taxes and interest in reason- 
ably good shape—we do not insist on their being 100 per 
cent. current if the applicant’s finances are obviously on the 
upgrade—is a pretty substantial citizen who knows how to 
fend for himself and who may be trusted to enter into few 
obligations which he will have difficulty in meeting.” 

R. E. Doan, director of public relations, The Denver 
National Bank, said the bank “should make reasonably sure 
that the borrower will be able and inclined to repay the 
loan, otherwise his insurance reserve of 20 per cent. of the 
total loans made will soon be exhausted.” Mr. Doan recom- 
mended checking with local credit men’s associations: “A 
check of this nature usually indicates the applicant’s atti- 
tude toward his bills and furnishes a valuable criterion of 
his possible action in meeting payments on the loan. It 
also verifies to a great extent the amount of his present 
indebtedness and helps the banker determine if the appli- 
cant’s financial income is sufficient to enable him to handle 
the payments on such a loan. . . . Im addition to this 
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investigation of his past record and his present indebted- 
ness, it is also well to phone the contractors listed on the 
applicant’s credit statement. A ’phone call to them will 
verify the information given as to the amount to be ex- 
pended.” Mr. Doan also recommended that the banker 
take steps to verify that taxes are paid and check the title 
to the property and its location in order to determine if 
the proposed repairs are “out of reason considering prop- 
erty values in that particular section or block. Also, it 
would be well to have a form which could be mailed to the 
holder of a mortgage on the property so that the bank 
would have written verification that the mortgage is in good 
standing.” 


Suggestions for Passing on Credits—Assuming many 
loaning institutions will continue modernization loans 
whether FHA insurance is available or not, the following 
suggestions are set down for passing on such credits. 

Analyzing credit statements is not difficult but should 
not be hurried. An applicant may appear impossible upon 
first glance but upon obtaining further information it is 
often possible to approve the advance. The Property Own- 
er’s Credit Statement should reveal quickly: 


(a) Length of Time at Present Address, If only a 
few months, we look at the former place of abode. If only 
a few months there, we conclude the applicant is a transient. 
As transients are not usually moving about for the fun of 
the thing, the average credit officer will waste no more time 
on checking this application unless the applicant gives 
reasonable explanation for the frequent changes of locations. 

(b) Age of Applicant has a direct bearing on the bor- 
rower’s probable continued earning ability. Those over 
fifty-five are less inclined to meet the old grind with the 
same regularity. This factor ties in directly with— 

(c) How Long at Present Position and What That 
Position Is. If a salaried individual, fifteen or more years 
spells plenty of constant, faithful, efficient service. How- 
ever, two years on a job today means more than formerly. 
The type of work a man is doing, manual, clerical or execu- 
tive, is among the first indices to be noticed in deciding upon 
the amount or possibility of credit. 
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(d) Salary, which must always be considered with— 

(e) Number of Dependents, including wife. For some 
unexplained reason, one-third of applicants in filling out 
questionnaires do not list the wife as a dependent. It pays 
to verify the number of dependents. 

(f{) Whether Applicant Is Single or Married will be 
weighed in connection with other factors. If single, regu- 
larly employed, repayment ability may ordinarily be ex- 
pected to be somewhat above that of married individuals. 
71 per cent. of single individuals develop luxurious stand- 
ards, however. 

(g) Income Not Based on Salaries. Business men are 
frequently unable to state their exact earnings, and it is 
difficult to arrive at a correct estimate of their financial 
progress or net worth. Commercial reports showing the 
past record of executives or professional men form the best 
guide as to their present ability to repay. In the approval 
of applications for small business men, commissioned sales- 
men and those engaged in various trades where income is 
irregular, it is well to remember that incomes may change 
but character does not. 

Home owners generally constitute the highest type of 
borrower. However, approaimately one-half of such bor- 
rowers overestimate their paying ability. Again and again 
we listen to the words, “There are only six in our family. 
My husband makes $150 per month. We are confident we 
can make a $40 payment every month without fail.” This 
point is featured because certain outstanding groups must 
be regulated by the ‘lending institution. The amount of the 
loan may be reduced or the time of repayment may be 
lengthened. Care used in determining whether a stipulated 
payment can be made may save the trouble of re- -scheduling 
or arranging extensions at a later date. 


Average Monthly Family Expense Record.—One of 
the most successful ways to judge a credit is to ask each 
borrower to fill out, as a part of his request for credit, an 
average monthly family expense record, similar to the form 
listed here. The Household Finance Corporation recom- 
mends the use of such forms in their numerous offices. 

Even loaning officers may be surprised when these items 
are totaled. It is the shortest method devised to indicate 
the correct payment that can be assumed by the borrower. 
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AveraGe Montuiy Famity Expense 
Items 


Food . ; 
Rent and Taxes ‘ 
Fixed Expenses . 
Insurance 
Organization Does 
Contributions . 
General Expense . 
Telephone 
Electricity . 

Gas, Fuel, Ice 
Laundry 

Car Fare 

Auto Payments . 
Auto Repairs, Oil ond Gas 
Clothing . : 
Education, Health 
Recreation . 
Miscellaneous . 


Total Expense 
Income 


Surplus for Other ‘Obligations 


A further valuable use of the “living expense” chart 
is as an indicator of the applicant’s standard of living. The 
distribution of expense on the chart affords ready analysis. 
It solves the mystery of where certain apparently sufficient 
incomes disappear without apparent permanent results. 

If credit appears impossible, most institutions find it 
well to avoid the use of formal rejection slips. Instead the 
facts should be ‘explained fully. This leaves the home 
owner with full information as to requirements. 


More Thorough Investigation Follows.—Collectively 
speaking, we have up to this point accomplished only the 
feat of briefly studying the application and declining a 
small minority. A much more thorough investigation will 
be made of those applicants whom it appears are eligible. 
A New York banker says, “It is well, before the applicant 
leaves, to check over the answers on the credit statement, 
so that a clear understanding is had regarding the exact 
information desired.” 

Whether the applicant elects to fill the property state- 
ment at home or in the bank it is well to arrange a brief 
interview. Facts may be determined from written state- 
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ments—even honesty. But the finer degrees of character 
such as perseverance, thrift, ingenuity—as well as weakness 
and purpose—may be appraised more accurately by word 
of mouth, the handshake, or a friendly moment with the 
applicant. When loans are accepted from mercantile estab- 
lishments or banks on a discount basis it is well to determine 
whether this procedure was followed by the original maker 
of the loans. 


A Typical Applicant—‘We have wanted to put a 
basement under our home for a long time,” says the home 
owner. “Then we'll put in a furnace.” 

“Cost about how much?” 

“We have some contractors’ estimates which run around 
$550. We think we can pay $25 per month.” 

Income, $200 per month; steady position; three de- 
pendents—this family should have no difficulty with the 
loan. However, in approval of applications, direct veri- 
fication of statements should be made. Telephone calls 
verify employment. Most timekeepers and employers con- 
fidentially express their opinion of the applicant. Most 
applications fall into the class of (1) eligibles, conscientious, 
frugal, proud of their home, (2) folks it is possible to serve, 
provided the bank is willing to do additional detailed work 
in servicing and collecting the loans at a questionable profit. 
Technically, modernization credits require the same endless 
detailed operation that increases costs in handling any type 
of small monthly payment obligation. Considering this 
fact, many institutions went in for this type of loan more 
for patriotic reasons and with a desire to help recovery and 
improve conditions than with a view of making a banking 


profit. 


A Reasonable Profit—Judging from cost figures re- 
ported by banks having made endorsed or otherwise se- 
cured monthly-payment loans for a number of years, most 
medium and small banks cannot expect to show a reasonable 
profit at less than 8 per cent. discount. When these institu- 
tions were insured against one-fifth of losses on an accrual 
basis with the proviso that discounts be reduced to 5 per 
cent. it appears that no profit remained in the. transaction 
of such credits. 
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A group of applicants are border-line cases and must 
be held over for more careful consideration. The amount 
needed may be too high or the income too low. 

The grocer may tell us, “They paid promptly until last 
June. Then they got slow.” Sometimes the applicant can 
explain why they “got slow.” If the cause was sickness, or 
other economic conditions beyond their control, the case is 
still off the black list. Any number of reasons or combina- 
tions may raise doubt as to advisability of giving credit. 


Pyramiding.—Duplication of loans occurs in all com- 
munity small loan agencies. If a borrower obtains loans 
at two sources simultaneously it is probable trouble may be 
experienced in collecting. Banks have formed credit ex- 
changes in larger cities where lists of borrowers are filed, 
as soon as loans are made. This offers a cross-check on 
applicants seeking to obtain loans at another source. 


Signatures of Both Man and Wife——Domestic trouble 
is sometimes not reported by applicants. Either man or 
wife may attempt to obtain credit on his or her own 
signature. Housing loans are made for longer periods 
than is the ordinary practice with small credits. For this 
reason more changes may take place in the status of the 
borrower than in shorter term advances. In the event of 
death, divorce, desertion, incapacity, the remaining member 
of the family is usually the one who assumes the balance of 
such contracts. Both man and wife are equally interested 
in improvement of the home. If either is not willing to 
join in assuming the obligation, it frequently is because that 
one is not agreeable to having the work done. 


Signatures of Minors.—“We never accept a note on 
which a parent has endorsed for a son or daughter not yet 
of age,” says a cashier in Iowa. “We accept the parent 
and ask that the minor’s signature be left off. This pre- 
vents any argument as to whether the contract was between 
the minor and us or the parent.” It has become a rule 
among many personal credit agencies to ask that a minor’s 
signature not appear on the note, even though a parent or 
guardian is. signing with such minor, 


Need and Permanency.—The importance and perma- 
nency of the proposed improvement is a matter that should 
receive strict attention because of the fact that many appli- 
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cants are misinformed as to the best and most economical 
manner to accomplish their wishes in remodeling. 

Certain loaning institutions made it a practice to use 
their own maintenance man in checking the proposed altera- 
tions. The bank’s own representative calls at the residence, 
appraises the home, reaches a conclusion in his own mind 
whether the repairs contemplated are suitable for the type 
of building and whether the plans and costs estimated are 
within reason. Thus the bank is able to assist customers, 
and this assistance is generally greatly appreciated by the 
borrower. A limited number of institutions reduce costs 
of handling housing credits by making such advances only 
to their former or present customers. These cases require 
little or no further credit information. 

The Federal Housing Administration’s Title I plan 
of assisting in the promotion of modernization credits 
differs from government loan plans in other countries in 
that other nations have chosen to enter the field direct— 
usually limiting such advances to those in dire need. Na- 
tional advertising reduced the cost slightly to lenders by 
creating a demand. Unfortunately, the rate had a tendency 
to create a wrong impression in the minds of small bor- 
rowers regarding the actual costs of such credits. As the 
subsidy expires, general rates asked for the same types of 
credit—especially chattels—must return to higher levels. 


Long Maturities More Dangerous.—It has been stated 
that losses of this type of credit prior to the announcement 
of the Federal Housing Title I loans have never been 
known to exceed 20 per cent. Many facts regarding losses 
on secured loans are available which might in some instances 
substantiate this belief. No experiment of such magnitude 
in practically unsecured credits of the type and purpose 
of FHA has been found before. 

A safe conclusion is that the majority of losses in 
monthly payment obligations appears when loans are about 
half paid out. Long maturities have been dangerous in all 
fields of personal credit, especially with small down pay- 
ments, while amounts exceeding $300 have usually been 
side-stepped by successful small loan specialists. There are 
exceptions to all rules. Modernization credits have set a 
higher standard for personal loans due to the purpose of 
the loans and the experience of lending institutions. 





Alterations recently completed by Tilghman Moyer Company (Allentown, Pa.) for the 
Exeter Banking Company in Exeter, New Hampshire, give another example of what 
may be done with an old-fashioned interior in which a great deal of valuable space is 
wasted. The transformation shown in the upper picture, compared with the former 
appearance of the banking room, in the lower picture, is almost unbelievable. Can 


you guess what the home folks are saying about the progressiveness of this bank? 
The exterior was also modernized. 





Better Bank Management 
Arriving at Departmental Item Cost 


By MarsHari C. Corns 


This is the fifth of a series of articles on this subject which will appear in 
THe Bankers Macazine during 1936.—Eprror 


N arriving at item cost now that expense has been appor- 

tioned to the departments it is necessary to take the 

average number of: transactions handled by each de- 
partment and find out the cost of handling an item in that 
department. On accumulating this activity we find depart- 
mental costs to be as follows: 


Department Total Expense Items Handled Cost 


Clearing House............ $146.65 25,532 C. H. out $.00319 
20,381 C. H. in 


45,913 


Bookkeeping ’ 35,880 Checks 
9,925 Deposits 


45,905 


Paying Tellers , 9,384 Checks on us 
1,465 C. H. items 
428 Transit 


11,277 


15,499 Cks. on us 
25,532 C. H. items 
9,203 Transit 
9,925 Deposits 


60,159 
Transit ; 9,743 .01547 


Receiving Tellers—In computing the cost of handling 
items by the receiving tellers, the time element has been 
taken into consideration and activity reduced to a time 
unit, on the basis of six units for one deposit itself and one 
unit for each item deposited. For an average monthly 
period 9690 deposits were handled, 5174 checks on us, 9203 
transit items and 23,677 clearing house items were included 
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in the deposit, which on the unit basis figures out cost of a 
deposit at $.0255 and of items deposited at $.00425. 


Currency Deposited——Cost of handling currency de- 
posited is $.15 a thousand, determined by taking the de- 
partmental expense and figuring it on an hourly basis and 
timing the tellers for the job. 


Loan and Discount.—The main function of the loan and 
discount department is to put through notes and give credit 
for proceeds or obtain good funds from which to retire 
obligations; on collateral loans to make substitutions and 
be sure that the collateral delivered is in negotiable form. 
In this case the time unit has been taken into consideration 
using as a basis one unit for notes handled and two units 
for collateral changes or substitutions. For an average 
monthly period 143 collateral transactions were placed and 
420 note transactions were executed. On this basis col- 
lateral substitutions cost $.97 and note transactions $.49. 
While the loan and discount department has some deposit 
activity, its main function is the handling of loans, such 
expense being included in the cost. 


Drafts and Collection Department.—During the cur- 
rent month the collection department issued 1264 cash- 
ier’s checks, 126 certificates of deposit, 284 drafts and 
handled 598 collections and 206 return items. Here 
again the unit basis was used in determining expense con- 
sidering one unit for cashier’s checks, drafts and return 
items; two units for certificates of deposit, three units for 
collections. A unit would amount to $.078 or when applied 
against activity we have the expense of $.08 for cashier’s 
checks, $.16 for certificates of deposits, $.08 for drafts, $.23 
for collections and $.08 for return items. 


Account Overhead.—In figuring the account overhead 
inasmuch as personal property tax and reserves for con- 
tingencies are predicated upon funds invested and balances 
maintained and the risk involved, it is only right that this 
expense be apportioned on the basis of deposits. Reserves 
for contingencies and personal property taxes amount to 
$517.91 a month and when applied to cost on the basis of 
per thousand dollars of deposits or total deposits $1,752,607 
equal $.295 per thousand, or for practical purposes $.80 per 
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thousand dollars of deposit. In determining profit for an 
account it is the recognized principle that your operating 
expense and overhead should include all expense incidental 
to the operation of an account. Therefore your required 
profit would be predicated upon the amount of dividends or 
estimated credit to surplus. Dividend requirements amount 
to $2000 a month which on the basis of deposits amounts to 
$1.14 per thousand. Such required profit, of course, is 
based on the collected balance as that is the only balance 
available for income, and is dependent primarily speaking 
on the policy of the bank. 


Statement Costs—Expense incidental to statement 
service amounts to $215.01 a month which on the basis of 
1674 accounts amounts to $.18 per account. 

* * * * 


Departmental costs have been determined. It is now 
necessary to apply these expenses to all items handled by 
the commercial department. For example: A deposit 
that is made would not only have the receivers’ cost in it 
but would also have proof cost, clearing house cost, and 
bookkeeping department cost. Therefore the following 
represents the cost of handling each item of activity through 
a complete transaction that should be used in analysis of 
accounts: 


Item Dept. Handling Cost Item Cost 


WG 5 si irre pececr ncn: Wiccan i asa aaa Dadmants Rae aka a $.04 
Roscivinds Tabet: 6.220 i566 $.0255 
PRE ios lscse co pihnsa Leese eatyomedoass .0023 
MOOUROIN 5 2655 <a co ooschs prec snees .0124 


0402 


Check on us received through Clearings..................0..00.:00:ccceee 015 
Chante Sine. 2.58 aise a .00319 
WOGOUIO TIN iis ones ison ect sepsnsu dh dee 0124 


.01559 


Cicaring Mouse. Denbabted: 335. 5.5.5. 5.6.55...ck cciniess bipeomactienms 01 
ONION sis. sophie hig at Bomar eas 00425 
POs Sane eRe saat, FCS .0023 
Civaring ElOune i. 5-6. 505050-55. 00k a .00319 


-00974 
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Item Dept. Handling Cost Item Cost 


= RENE aa Ae ctrl SPELL Pe Mn et RC ate gL AMMEN Soe As ee MEE 02 
MRS i es Fo ea ee .00425 
ne GES RR GR ae APU RMR DED PS ran RAEN RR Ear .0023 
MMMM teste owt Ge, eae Ree tay .01547 


-02202 


Check on us cashed at Window. ....................:::cccsesececesseeeeeesetseeeeeees .035 
NN THR 5 seca oschb nse tinecovcc cake atten .0215 
| yg | RSE eater prone eecrrana oon .0023 
NN oo sccoseuessinscchanentee .0124 


-0362 


ne SO OE NI nc ce Ses op onissircopak saanndvnusiphasSiibsepasersdvedons eh obosqeha 005 
REE IEE STA ORO LIRA STR Fans EES .00425 
EROS ena nee Meer ene a eater es .0023 


.00655 


UN SU ig ace ck ass cuss Gvegsebp a cuss Wabash tetas 12 
eS RRO ERNE EP ed trees ey .00319 
Collection Teller .........5...:..5..05:..55.64, .078 
SCN EARRALS ny Oca ig a eeOIe ete .0023 
Pn ERR meen UR Tae epee .0124 
PROMI 5.26507 ics Keno Shine Geist ees .02 


-11589 


Une MRI 5 ea oa sea ccea ca gud badcacbat ec Rech civictambed .10 
Bookkeeping (Double Handling)...... .0248 
Clearing House (Double Handling) .00682 
Notice to’ Customer..................0....:5.5.+ .07 


-10162 


Penne Srna 6 fF 0c a ee a ee an ee 18 
RES ARERR Con MaRS BEL EN Cet eet MO SiMe DN AR Et .15@M 
Se TREE Sato fot Gk REE ES SEM ToD oA, SRM Ty BAR EL .08 
UN CRIN es races acon co a pel ars eee .08 
RED Gi Pot Sag ee STEN ERS eM aa CS aE REN Tat SERRE, Paneer ‘ 
SUR gpd” SONG O ad CP UAE aaa SEP MI Re aOR MAR arate, “NH, GREE : 
RES REE PORTA SS Ona CRE eR ER a Pe 
ae SS ERP R ie BE pee DN ana Tk EOE en ce eT ETS ea RIT OVE a 

Profit on Account.................... ..... Be ein ing Ser ee oti eee ee oe Mpa 1.14@M 


Commercial Department.—We have now seen how costs 
are arrived at and applied against commercial department 
transactions. The next step in making your analysis is to 
apply these costs against the accounts. The primary step 





THE BANKERS MAGAZINE 


is to obtain a classification of accounts, which we have done 
by running up the commercial ledgers as of the 5th, 18th, 
and 26th of the month, reducing to an average and classify- 
ing the accounts into balance brackets. As a result of this 
survey the classification is as follows: 





Per Per Per 
Cent. Cent. Cent. 
Average Bal. No. of to Total to Total Repres. in Character Classif. 
Classif. of Acct. Accts. Accts. Depos. Dollars Pers. Bus. 


Under $100 701 41.9 5.1 $52,575 640 61 
$101 to $250 384 22.9 6.5 67,500 204 180 
$251 to $500 232 13.8 8.4 87,800 120 112 
$501 to $1,000 167 10. 12.1 125,250 42 125 
$1,001 to $3,000... 125 7.5 24. 250,000 81 994 
$3,001 to $5,000... 37 2.2 1438 148,000 29 
$5,001 to $10,000. 15 9 10.8 112,500 12 
$10,001 and up 8 18.8 195,000 12 


100.0 100.0 1,037 ,825 625 





ond 





As you can see from the chart 41.9 per cent. of the 
number of accounts only represent 5.1 per cent. of the de- 
posits, and yet this 41.9 per cent. are responsible for ap- 
proximately 41.9 per cent. of the operating expense of the 
bank. , 

In order to determine the loss involved in handling these 
small accounts, we will next make an analysis using items 
of expense which are applicable to all accounts. In the 
charted analysis on the next page, used to gain a general 
idea of the approximate profit or loss, the balance we will 
use for the purpose of figuring reserve and income is the 
average of the bracket; that is, if the balance is between $50 
and $100 we will use $75 as a mean figure. 

The bank as a member of the Federal Reserve is re- 
quired to maintain a balance with the Federal Reserve 
Bank equivalent to 10 per cent. of its demand deposits. 
Normal requirements for daily turnover and cash amount 
to approximately 5 per cent. In view of the fact that cus- 
tomers should not be penalized for excessive reserves as cash 
reserves are primarily a question of policy, 15 per cent. 
reserve is equitable and should be deducted from the aver- 
age collected balance before computing income. 
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ANALYsis oF INpiIvipvat AccouNTs 
$51 $101 + $201 $301 $401 
Monthly Basis Under to to to to to 


$50 $100 $200 $300 $400 $500 
Avg. Bal. used.. 25.00 75.00 150.00 250.00 350.00 450.00 
Less 15% reserve 3.75 11.25 22.50 387.50 52.50 67.50 
Loanable funds.. 21.25 63.75 127.50 212.50 297.50 382.50 


Inc. loan. fds. 5% .09 -26 53 88 1.22 1.57 








Statement cost.. 13 13 a a8 13 18 
Normal activ. 4 


dep., 4 cks... -20 .20 -20 -20 .20 -20 


Account overhead 
30 per M.... 01 ° -04 .07 10 12 


Profit 1.14 per M .03 P AT .28 .39 .50 


Total expense ... 37 Me Be 68 .82 
Gross profit be- 


fore check ac- 
.28* 17* .01* .20 -40 








Checks Issued NET PROFIT AFTER ACTIVITY 
No. Yost 
$.02 $.30* $.19* $.03* $.18 
04 .32* .21* .05* 16 . 58 
.06 .34* .23* .07* 14 ‘ 56 
.08 .36* .25* .09* 12 ; 54 
10 .38* .27* .11* 10 F 52 
12 .40* .29* .13* .08 : .50 
14 42* .31* .15* 06 48 
16 el .33* .17* .04 24 A6 
18 .46* .35* .19* .02 3 44 
.20 .48* .37* .21* .00 .20 42 
.30 .58* A7* .31* .10* 10 
.40 .68* .57* .41* .20* .00 .22 
50 .78* .67* .51* .30* : .12 
.60 .88* .77* .61* .40* .20* : 
.70 .98* .87* .71* .50* ‘ .08* 
.80 1.08* .97* .81* .60* .40* .18* 
90 1.18* 1.07* .91* .70* .50* .28* 
50 1.00 1.28* 1.17* 1.01* .80* 


*Loss. : 











Income figures are not accurately available but in view 
of the fact that normal income (interest on funds in- 
vested) amounts to approximately 5 per cent. we use this 
figure for our analysis. We include the statement cost, the 
account overhead, and percentage of desired profit. The 
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average individual personal account, our analysis disclosed, 
had four deposits each month consisting of one check each 
and will include this fixed cost of $.20 in the analysis. We 
will figure checks at $.02 each to cover cost of check and 
other activity. 

In studying this analysis we find that an account main- 
taining an average balance of less than $50 before any 
checks are issued will show a net loss of $.28. If it were 
inactive, that is no deposit activity, the loss would amount 
to $.08. An account with an average balance of between 
$50 and $100 with average deposit activity, if no checks 
were issued, would show a loss of $.17. If wholly inactive, 
that is no deposit activity, it would show a profit of $.08. 
Therefore a $100 balance is the minimum balance an ac- 
count must maintain to be profitable. If a balance below 
that figure is maintained the bank must or should assess 
a service charge. 


New Service Charge Schedule——At the present time a 
service charge of $.50 a month is levied against an account 


with an average balance of less than $50. The average 
income from this source amounts to approximately $150 a 
month. A large number of accounts, you can see, were 
exempted and in addition no charge was made for activity. 
In view of the fact that these accounts have activity, and 
that the present charge is entirely out of line, a new 
service charge schedule is being adopted, predicated upon 
the analysis of accounts and based on the relation of bal- 
ances to activity as follows: 


Service CuHarGe Scuepute (Personal Accts.) 
Average Balance Charge Checks Permitted 
$0—$50 10 
$51—100 i 10 
$101—200 10 
$201—300 15 
$301—400 25 
$401—500 35 
Excess Checks at $.05 Each 
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Excess checks are charged at the rate of $.05 apiece to 
cover other activity and to place such accounts on a profit- 
able basis. By placing this charge in effect the income, 
without recognizing the profit from excess checks, will 
amount to approximately $450 a month or an increase of 
about $3700 a year in income from service charge. ‘By us- 
ing this charge small individual accounts will not only be 
self-sustaining but profitable. 


Devise Your Own Plan.-—In formulating a service 
charge of any kind, it is not good practice to follow a plan 
in use by another bank unless that plan covers your case. 
It is much better to devise a plan that is adequate for your 
purposes. 


Next month’s article will analyze in detail five sample 
commercial accounts and show what steps were taken to 
place these on a profitable basis. 


When Pittsburgh's “Golden Triangle,” its downtown business district, was inundated 

by the city’s three rivers, an enterprising ironing machine salesman got busy. Water’ 

soaked securities of the banks and stocks and bonds from safe deposit boxes were 
ironed out as good as new like the family towels and pillow-cases. 





INVESTMENT AND FINANCE 


Edited by Oscar Lasdon 


The Railroads and the Security Buyer 


By S. B. Lurie 
Redmond & Co. 


N this, the fourth year of recovery 
| from cataclysmic depression, invest- 

ors and speculators in railroad se- 
curities are confronted by a myriad of 
conflicting factors governing the indus- 
try’s outlook. Those pessimistically in- 
clined say the railroads are a decadent 
industry—former peak levels of earning 
power will never be regained. The some- 
what colorless earnings performance of 
the past four years is said to also dictate 
skepticism of this once favorite “widows 
and orphans” investment field. The un- 
certainties in the immediate earnings 
outlook are referred to as further de- 
terrents to undue optimism. Will the 
freight surcharge be extended? Will 
the decrease in passenger rates ordered 
by the I. C. C. be as harmful as the 
eastern carriers contend? Can the rail- 
roads overcome the adverse earnings ef- 
fect of the compulsory pension law and 


social security bill? Fortunately, it is 
possible to offer refutation in support of 
a more constructive attitude. 

The task of weighing the relative 
merit of each argument in formulating a 
general market policy is, however, fur- 
ther complicated by the price factor. 
The market itself has divided the carrier 
list into, roughly, four general groups 
in appreciation of respective financial 
merit or problems. First, there are the 
“prime credit” roads—Atchison, Chesa- 
peake & Ohio, Union Pacific, to quote 
a few. Secondly, come the roads in 
what might be termed a “sound or good 
position,’ such as Great Northern, 
Northern Pacific, Southern Pacific. In 
the third group are the carriers which 
have most to gain by business recovery, 
such as Baltimore & Ohio, Erie, South- 
ern Railway. Lastly, of course, are the 
receivership roads. Each group must be 
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considered in relation to the industry 
outlook and the relative problems of the 
particular carrier. 

With this general foreword in mind 
an attempt has been made in the follow- 
ing paragraphs to sketch a practical pic- 
ture of the railroads’ present position 
and outlook. In addition, an attempt 
has been made to correlate the various 
factors into as concrete a market policy 
as is possible. 


A PRACTICAL PICTURE OF THE RAILROADS 


As is too well known to require ex- 
tensive comment, railroad earning power 
during the past six years declined to an 
alarmingly low level. A net profit of 
$896.8 millions after all charges in 1929 
was transformed by 1932 into a net loss 
of $139.2 millions. Although there has 
been an irregular recovery in trathce of 
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10.4 per cent. between 1932 and 1935, 
The railroads are still the major tratlic 
artery. Unregulated competition from 
buses, trucks, airplanes, pipe lines and 
inland waterways is no novelty. This 
less promising side of the railroad pic- 
ture existed during the late “prosperous 
20's,” although, to be sure, in less in- 
tensive degree. The reason for lagging 
railroad recovery can be attributed to the 
fact that, up to the present, the durable 
goods industries have shown only minor 
betterment. In addition, it may be noted 
that export trade is still at a relatively 
low level. It follows, therefore, that 
recovery in both fields will result in a 
substantial increase in railroad revenues. 

The proof of the pudding may be 
said to be in the statistical eating. The 
following table, therefore, may be of 
interest: 


STANDARD STATISTICS PRODUCTION INDICES* 
1926 = 100 


R.R. 


Gross 


Revs.t 
98.4 
49.0 
54.1 


Soft 


Coal 
103.5 
59.7 
733 


Steel 

Ingot 

127.5 
31.1 
78.5 


1929 

1932 

1935 
% 
t—1926 = 100 


11.8 per cent. since the 1932 low point, 
the carriers, as a whole, have yet to 
cover their fixed charges. The fact that 
the present solvent railroads alone cov- 
ered fixed charges as a group in each 
depression year is of little comfort. Simi- 
larly, it is more of academic than prac- 
tical interest to note that the Class 1 
railroads would have been “in the black” 
in 1934 and 1935 had the 1933 expense 
ratio been maintained. The fact remains 
that railroad earning power, in general, 
has shown comparatively little response 
to the forces of business recovery. Why? 


COMPETITIVE FACTOR 


There is no question that the rail- 
roads have irretrievably lost a portion of 
their former share of the nation’s traffic. 
But the competitive factor in itself does 
not appear to be sufficient reason for 
the increase in gross revenues of only 


All 
Pig Capital 
Iron Lumber Cement Goods 
123.1 115.7 119.2 106.6 
25.3 31.2 53.7 38.5 

61.5 45.5 52.5 54.4 


—average of the monthly figures; adjusted for seasonal variation 


The foregoing comparison illustrates 
the point that the railroads cannot enjoy 
prosperity until cement production, lum- 
ber production, pig iron production, and 
other major “heavy” industry produc- 
tion show a substantial increase from 
recent levels. The correlation of rail- 
road revenues with activity in these and 
similar industries is evident from study 
of the figures given. The very fact that 
the trucking industry—which is a con- 
sumers goods carrier—made such re- 
markable strides during the depression 
is the key to the fact that in the durable 
goods industries lies the railroads’ future. 


CAPITAL GOODS INDUSTRIES SHOWING 
LIFE 


One of the most encouraging angles 
to the present stage of our economic 
recovery is the fact that the capital 
goods industries have first begun to show 
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signs of life. The Standard Statistics 
index of capital goods production for 
April will be about 70, in contrast to 
60.3 in November, 1935, and 43.1 in 
September, 1934. The consumers goods 
production index, however, after ad- 
vancing from 75 in September, 1934, to 
110.7 in November, 1935, declined to 
about 100 in April, 1935. 

As is evident from these figures, up 
to the more recent past, such recovery 
as has been witnessed occurred pri- 
marily in the consumers goods industries. 
From this point on, therefore, there is 
tremendous room for recovery in capi- 
tal goods production. On the other 
hand, there is relatively much less room 
for betterment in the consumers goods 
industries. The proportionate improve- 
ment in the capital goods industries from 
this level on will be striking when com- 
parison is made with heretofore exist- 
ing levels. 


RAILROAD REVENUES MAY INCREASE 


In other words, it appears that the 
stage of business recovery has been 
reached where railroad revenues can be 
expected to record reasonably sharp in- 
creases. This is not meant to infer that 
future earning .power will duplicate 
former peak results. There are several 
factors which indicate that this may not 
be possible of achievement. First, there 
is the loss of markets due to competi- 
tion. Secondly, much deferred main- 
tenance has to be made up. Thirdly, 
the rate of population growth has slack- 
ened. Fourthly, the present railroad 
mileage is probably sufficient for the 
country’s needs. Fifth, the relgcation 
and decentralization of industty will 


mean shorter hauls. Sixth, improve- 
ments and changes in the use. of power 
and fuels by industry will cut the vol- 
ume of traffic. Seventh, the export trade 
will at best probably be slow in recov- 
ery. By and large, however, the rail- 
roads should be able to regain a satis- 
factory portion of former earning 
power. 


1936 STARTED AUSPICIOUSLY 


The railroads started the year 1936 
auspiciously. The turn in the traffic 
trend which started in August, 1935, 
transforming the first six months’ 1935 
traffic loss of about 1.5 per cent. into a 
full year gain of 2.2 per cent., continued 
through the first quarter of 1936. 

In the month of January, 1936, gross 
revenues were 13.2 per cent. higher than 
in the like 1935 month, while net rail- 
Way operating income showed an in- 
crease of 63 per cent. In February, 
when business was hampered by the ab- 
normally severe cold weather and extra 
maintenance expense was incurred by 
many roads, gross revenues increased 
17.9 per cent. and net railway operat- 
ing income 27.8 per cent. over the like 
1935 month. The March figures show 
a decline of 7.7 per cent. in net rail- 
Way operating income from March, 
1935, in the face of a 9.8 per cent. in- 
crease in gross. This was due, however, 
solely to the adverse earnings effect of 
the floods on the eastern railroads which 
showed a decrease of 28.1 per cent. in 
net railway operating income. 

The fact that business volume in the 
second quarter may be 15 to 18 per 
cent. higher than in the like 1935 period 
in contrast to a gain of about 10 per 
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Revenues Derived from 

April 18 to Nov. 30, 1935 
Under I. C. C. Emergency 

Freight Rate Increase 


Prop. of 
Fxd. Chgs. 


Baltimore @ Ohio ... 0.12 
Erie 

Great Northern 

Illinois Central 
Miss-Kans-Texas 

N. Y. Central 

N.Y., Chi. & St. Louis 
Northern Pacific 

Southern Pacific 

Southern Ry. ....... 


Equivalent 


$1.51 
1.19 
0.56 
1.36 
0.51 
1.42 
2.35 
0.21 
0.33 
1.57 


Per Sh. Com. 
Fxd. Chegs. 


Excess of Est. 1936 
Compul. Pens. Pay. 
Over 1935 Company 
Pens. Chg. to Exp. 
Prop. of Per Sh. Com. 
Equivalent 
$0.08 
0.49f 
0.25 
0.40 
0.40 
0.49 
0.05f 1.04f 
0.02 0.13 
fg fg 
0.08 1.11 


Bst. 1936 Cost of 
Social Security Bill 


Prop. of Per Sh. Com. 
Fxd. Chgs. Bquivalent 


0.02 $0.26 
0.03 0.26 
0.02 0.13 
0.03 0.37 
0.03 0.17 
0.03 0.31 
0.02 0.46 
0.02 0.12 
0.02 0.13 
0.02 0.33 


0.01 
0.05f 
0.03 
0.03 
0.08 
0.05 


f—Amount of company pensions charged to operating expense in 1935 not available; 


hence 1934 payments have been used. 


g—Slight excess of 1934 company pensions over estimated compulsory pension payments. 








cent. in the first quarter indicates gen- 
erally. good statements for April, May 
and June. Should the freight surcharge 
be extended from expiration on June 30, 
there is every reason to believe the third 
quarter earnings statements will also be 
ahead of last year. Even without the 
surcharges earnings may be ahead of 
1935. Farm income will be higher and 





business will have the benefit of the 
bonus distribution. 

Thus, it appears likely that earnings 
statements for 1936 may record a con- 
siderable improvement over 1935. Nat- 
urally this is subject to a continuation 
of the favorable business trend. At the 
rate of earnings in the earlier months of 
the year, it is indicated that the Class 1 


CoMPARATIVE EARNINGS PER SHARE COMMON 
AND TIMES FixeD CHARGE CovERAGE ——- 


INDICATED 1936 
EARNINGS GAINt 


Prop. of 
Fxd. 
Chgs. 


0.15 


Per Sh. Com. 
Equivalent 


$1.92 


Average 
1926-30b 


$11.36 
1.92 
3.88 
1.54 
9.47 
2.26 
8.86 
1.71 
4.47 
2.99 
14.04c 
2.37¢ 
14.31c 
2.08 
8.04 
2.34 
10.19 
2.31 
12.09 
2.05 


1935 


$2.16d 
0.90 
2.25d 
0.94 
2.87 
1.37 
8.11d 
0.43 
8.80d 
0.59 
0.02 
1.00 
3.10d 
1.15 
0.17 
1.03 
0.62 
1.08 
3.48d 
0.91 


1934 


$2.41d 
0.88 
2.09d 
0.96 
0.43d 
0.95 
3.01d 
0.83 
9.22d 
0.50 
1.54d 
0.87 
6.24d 
1.01 
0.36 
1.06 
0.11 
1.01 
4.45d 
0.84 


1933 
$0.84d 
1.01 
1.34d 
1.04 
1.28d 
0.84 
0.71d 
1.01 
7.64d 
0.80 
1.08d 
0.91 
9.98d 
0.84 
0.12 
1.02 
1.32d 
0.84 
2.86d 
0.96 


1932 
$3.39a 
0.81 
3.77d 
0.79 
5.39d 
0.31 
3.41d 
0.80 
6.55d 
1.01 
3.66d 
0.69 
19.50d 
0.44 
0.80d 
0.86 
1.55d 
0.81 
10.75d 
0.37 


Baltimcre &@ Ohio .. 
(fxd. chgs.) 
Erie 
(fxd. chgs.) 
Great Northern ... 
(fxd. chgs.) 
[llinois Central 
(fxd. chgs.) 
Miss-Kans-Texas 
(fxd. chgs.)a ... 
New York Central 
(fxd. chgs.) .... 
N.Y., Chi. & St. Louis 
(fxd. chgs.) .... 
Northern Pacific .. 
(fixd. chgs.) 
Southern Pacific ... 
(fxd. chgs.) 
Southern Ry. 
(fxd. chgs.) 


1.70 0.17 


1.13e 0.15e 


2.38 0.19 


1.11 0.21a 


0.15 
0.17e 
0.13 


1.34 0.16 


2.05 0.16 


tAssuming freight revenues are 10 per cent. higher in 1936 and 40 per cent. of the 
increase can be transmitted to net. 

a-—Excluding contingent interest. 

b—No correction has been made for changes in capitalization, if any. 

c—1926-29 average; figures in later years not comparable. 

d—Deficit. 


, PG pea giving effect to the saving in interest charges brought about by refunding 
of the 7s. 
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railroads will cover fixed charges with 
a margin to spare. 

Unquestionably enacted and pending 
legislation has an important bearing on 
the profits outlook. But as long as busi- 
ness continues to increase the railroads 
probably can improve their position on 
balance. If, for example, gross revenues 
end the year 1936 10 per cent. higher 
than 1935, and 40 per cent. of the in- 
crease can be taken down to net, some 
astonishingly good statements can be re- 
ported. Last year on a $66 million in- 
crease in operating revenues from July 
to October net railway operating income 
showed an increase of $48 million. 
While it is too much to expect this 
showing to be duplicated this year a 
large part of any increased gross can 
be taken down to net. 

To sum up, the outlook for railroad 
securities may be expressed briefly as 
follows: 

1. The level of railroad earning power 
is dependent primarily on the rate of 
activity in the durable goods industries. 
We have reached the stage of business 
tecovery where the capital goods indus- 
tries have begun, and will probably con- 
tinue, to improve. 

2. Due to various factors it is doubt- 
ful that the railroads, given a return to 
1928-29 business volume, will be able 
to duplicate reported earnings of those 
years. Nevertheless the gain in earn- 
ing power from present levels as the 
upward business cycle progresses will be 
substantial. 

3. While the 1936 earnings outlook 
is clouded somewhat by legislative un- 
certainties, the prospect is for an im- 
provement over 1935. In some cases 
the gain may be brilliant. 


In the early part of May railroad 
equities were selling around the year’s 
low level. If the belief is held that we 
are witnessing a long term upward busi- 
ness trend which possibly may be ham- 
pered but not stopped by political and 
other uncertainties shares of the better 
situated carriers appear to offer promis- 
ing speculative media. Similarly, many 
receivership railroad bonds which are, 
in effect, nothing more than equities also 


QGene Garrett, Mpls. 
J. Cameron Thomson is now in his 
eighth year as president of the North- 
west Bancorporation, with headquar- 
ters in Minneapolis. He is a Canadian 
by birth, is only in his middle forties, 
and has spent his entire business career 
with his present organization and its 
affiliates. 





may hold long term promise. A study 
of receiverships of the past indicates 
that well selected and timed purchases 
in defaulted bonds offered large profit 
possibilities if the new securities re- 
ceived were held to the following pros- 
perity period. 

Prime grade bonds, barring the un- 
expected, will probably remain around 
present high levels in the near future. 
There does not appear to be any im- 
portant change in the factors responsible 
for present prices in immediate prospect. 
The better situated medium grade bonds 
which are protected by earning power 
and offer a satisfactory rate of return 
probably represent a desirable invest- 
ment medium. As the upward business 
cycle progresses these bonds will receive 
higher ratings. In the speculative sec- 
tions individual selection must be the 
basis of any policy pursued. In fact, it 
may be notéd that selectivity is the key- 
note in all investment fields today. 
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Railroad Financing 


By Ropert C. REYNOLDS 
Of The Delaware & Hudson Company 
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ITH the marked improvement 

\X / in railroad trafic and earnings 

attention is again being directed 
to railroad finances. As its credit is re- 
stored, this industry will refund its ma- 
turities, called issues, and loans, and 
later will market “new money” issues. 
Several large operations have already oc- 
curred involving maturity and called 
bond refunding and bank loan fund- 
ing. Rail reorganization plans are ap- 
pearing and further hearings on the re- 
vamping of capital structures will be 
heard by the Interstate Commerce Com- 
mission during the coming months. It 
is therefore a propitious time to consider 
railroad financing. 

During the depression railroad reve- 
nues declined sharply. But operating 
expenses could not be reduced propor- 
tionally, and fixed charges could not be 
reduced at all. Furthermore, it was im- 
possible to market issues to meet matur- 
ing obligations. The railroad industry, 
especially certain individual carriers, 
had become marginal producers; that is, 
a drop in business to a certain level 
made operation unprofitable. Their 
financial condition became weakened. 
The instability of the agricultural and 
heavy goods industries accentuated that 
condition. Property became obsolescent 
and the sudden decline in earnings in- 
creased competition both inside and out- 


this important factor of obsolescence has 
not been adequately acknowledged in 
rate making. Another disturbing ele- 
ment was the fixed charges which had 
been unduly increased through the is- 
suance of bonds in a disproportionate 
degree. 


PAST METHOD OF FINANCING 


Carriers have usually financed, except 
for equipment needs, through the issue 
of long-term bonds generally refunded 
at maturity. The theory was that the 
large investment in fixed property would 
be permanently productive; besides, this 
was the cheapest method of borrowing 
funds. High-cost capital, such as deben- 
tures and preferred stocks, was not gen- 
erally employed, while those senior rail 
stocks now outstanding had originated 
at times of reorganization. The latter 
bear a low dividend rate and are non- 
cumulative as well as noncallable. 

The capital structure of the railroads 
consists mainly of bonds and common 
stocks. The debt structure is composed 
largely of two elements: senior secu’ 
rities, consisting of the underlying main 
line and divisional bond issues and first 
mortgage liens; and junior securities, the 
consolidated and refunding mortgage 
bonds, debentures and short-term notes. 
The elaborate pledging and repledging 
of the above have added further com- 


side the railroad industry. Incidentally, _ plications. 


FunpDep Dest Securities Issuep (PAR VALUE) AND AVERAGE RATE OF INTEREST® BY 
Crass I STEAM RalLways 


(Unit $1,000,000) 
Average 


Int. 
Rate 


4.83 


Average Average Average 
Int. Int. Int. 
1929 Rate 


Rate Rate 
5.04 5.53 
5.39 6.00 
6.00 6.00 
4.82 5.58 
4.57 5.32 


Kind of Security 1934 


Mortgage bonds ....$119.9 $146.6 4.76 
Collateral trust bonds 209.5 4.75 1.0 6.00 
Income bonds nil nil 

Misc. obligations 14.4 4.79 251.1 


4.92 
Equipment obligations 78.5 4.05 127.6 


4.61 


a—nominal rate without regard to discount or expense 


b—only $750.00 
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Some of the present large systems 
were formed, at least partly, by merg- 
ing smaller carriers which had closed 
noncallable bond issues outstanding. 
Hence the numerous underlying liens. 
The taste of investors changes and this 
factor partially accounts for the various 
kinds of securities. For example, there 
is a large demand at present for fixed- 
income securities carrying a conversion 
privilege. In addition, the requirements 
of large buyers, prevailing interest rates 
and reorganizations (but only as affect- 
ing particular roads) have an influence 
on the capitalization of the railroads. 

It is interesting to note from these 
figures that “mortgage bonds represent 
the most common type of railroad obli- 
gation. Except for equipment issues, 
the lowest rate of interest on the funded 
debt is found in this class. There has 
been a marked increase in collateral 
trust bonds, and in 1934 that class ex- 
ceeded mortgage -bonds. Méiscellaneous 


obligations such as debentures and notes 
of more than one year maturity have 


been the most expensive kind of funded 
debt. 


FORMER CAPITAL READJUSTMENTS 


During the famous railroad reorgan- 
izations of 1893-98 financial struc- 
tures were simplified and fixed charges 
were sharply reduced. Today, some of 
these same carriers enjoy the highest 
credit. In six of the large railways re- 
organized during that period old bonds 
were exchanged for new bonds and pre- 
ferred stock, or for preferred stock 
alone. Exclusive of underlying liens, 
the new funded debt of one carrier was 
a single item while that of two roads 
consisted of only two issues each. Some 
of the amounts were especially large, 
the outstanding figure of one issue being 
$151,934,500. The reorganization man- 
agers were able to issue long-term mort- 
gages with low coupons. Their average 
maturity was around 100 years, com- 
pared to previous maturities of 50 years 
or so, while the interest rate and rate 
of the preferred stocks were usually 4 
per cent. One issue had a 151 year 
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maturity and carried a 3 per cent. cou- 
pon. Prior rates were generally 6 per 
cent., which meant a marked saving in 
fixed charges. Practically all of the is- 
sues arising from revamping prominent 
capital structures between 1893 and 
1898 were noncallable. 

A study of the 31 reorganizations of 
Class I railways 1914-33, inclusive, 
shows that in the process their total 
funded debt was reduced 19.73 per 
cent.; their total combined fixed and con- 
tingent interest charges 24.66 per cent. 
The ratio of funded debt to capital stock 
plus funded debt (exclusive of surplus 
in the following ratios), sometimes called 
the ratio of funded debt to “total capi- 
tal,” was, for the entire group of 31 
companies, 64.66 per cent. After re- 
organization it was 54.86 per cent. The 
bonds arising out of these reorganiza- 
tions were usually callable while their 
maturity was long term. 

At least eight of these roads are now 
back in receivership. Of that number 
two showed an increase after reorgan- 
ization in the item of combined fixed and 
contingent interest charges, as well as in 
funded debt. Their funded debt to 
“total capital” ratios were 72.42 and 
64.17. 


INCOME BONDS 


Although income bonds were issued 
in early railroad reorganizations they did 
not become an accepted expedient in re- 
funding fixed charge securities until 
after 1900. They are sometimes called 
“adjustment” bonds and their interest 
depends upon the amount of earnings 
available up to a stated maximum. Pay- 
ment of interest is sometimes wholly or 
partly discretionary with the directors 
and it may or may not be cumulative. 
The sole income bond ensuing from a 
prominent rail reorganization of the 
1893-98 period has become a_ high 
grade investment security; interest on it 
did not become cumulative until five 
years after issue. 

An examination of the 1914-33 
carrier reorganizations shows that in- 
come bonds were created in 10 of the 
31 capital readjustments. Recent prac- 
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tice has been to issue income bonds and 
also capital stock in exchange for de- 
faulted fixed-interes:-bearing obligations. 
One reason for the use of income bonds 
as against preferred stocks is that the 
amount used for payment of preferred 
dividends is subject to income taxes 
while that for interest on income bonds 
is not. 


PRESENT REORGANIZATION PLANS 


Under the current reorganization 
plans fixed-interest-bearing obligations 
and fixed charges are reduced, while 
financial structures as a whole are sim- 
plified. At the same time, however, 
contingent charges are increased substan- 
tially. Two features present which have 
seldom -been used in railroad reorganiza- 
tion securities, at least since 1893, are 
the sinking fund and conversion privi- 
lege. Both operate to reduce funded debt. 

The proposed new capitalization 
(management’s plan) of one large sys- 
tem provides that its properties now 
covered (excluding equipment trust cer- 


tificates) by 83 issues of indebtedness 
and 33 different kinds of equity securi- 
ties will be subject to only three classes 
of indebtedness and two classes of 


stocks. The new financial structure if 
approved will consist of equipment trust 
certificates; 4 per cent. first mortgage 
bonds maturing in 85 years; 5 per cent. 
convertible income general mortgage 
bonds maturing in 100 years; convert- 
ible income notes maturing in 100 
years; convertible first preferred $5.50 
noncumulative stock; common. stock. 
Both bond issues and the notes are 
callable, open-end and carry a non- 
cumulative sinking fund provision. The 
preferred stock is callable and has a 
noncumulative sinking fund. 

The new capital structure proposed 
by the management of another road calls 
for a 4 per cent. first mortgage bond ma- 
turing in 10 years (callable and non- 
cumulative sinking fund) and a 5 per 
cent. convertible noncumulative income 
bond (sinking fund). 

The plan conceived by the operators 
of a third carrier calls for a new bond 
capitalization consisting of the following 
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securities: one issue of fixed interest 4 
per cent. bonds and three series of in- 
come bonds, one series with a 6 per 
cent. coupon and two series with a 5!4 
per cent. coupon (one convertible). 

These plans would. seem to indicate 
that income bonds may again be issued 
in exchange for junior defaulted fixed- 
interest-bearing obligations, while senior 
claims are to be settled by the use of 
fixed-interest bonds. Furthermore, it is 
evident that both income bond interest 
and sinking fund features will be non- 
cumulative. Provision is also made for 
calling securities. Equipment obliga- 
tions have been left undisturbed in the 
proposed reorganizations. 


There are three main interests con- 
cerned with a railroad reorganization, 
namely the security holders, the manage- 
ment, and the Interstate Commerce 
Commission. The management must re- 
spect the rights and preferences of vari- 
ous classes of creditors and stockholders 
and at the same time create a financial 
structure which will be workable. To 
compensate for their losses of principal 
and income some call on future earnings 
must be given to the affected security 
holders. A large part of the funded 
debt is held by institutions and they are 
interested in receiving a fixed income. 
Many of them cannot legally hold 
stocks. In exchanging obligations they 
want fixed-interest securities and income 
bonds instead of preferred stocks or 
common stocks. 

The I.C.C. must certify to the court 
that the new capital structures arising 
out of the reorganizations are “finan- 
cially advisable and compatible with the 
public interest.” That body may be 
opposed to the issuance of a large 
amount of income bonds and would pre- 
fer to have a new capitalization on 
which a road could constantly meet pay- 
ments out of earnings. It is quite pos 
sible that either noncumulative pre: 
ferred or common stocks or both will 
be the medium for settling junior claims 
instead of the usual income bond. In 
order to raise new capital, rights to 
purchase stock can be given to the old 
stockholders. 
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A. P. Giannini, chairman of the board of directors of Bank of America N. T. & S. A., 
speaking over an N. B. C. national network recently, declared that the major features 
of the country’s banking policy are now truly constructive and our “ees structure 


rests upon a stronger foundation than at any period within our memory. 


. Giannini 


said that he was prouder than ever to be a banker because the banks are now in a 
better position than at any time in the past to justify the confidence of the average 
men and women who entrust their earnings to them. 


SOME NEW RAILROAD BOND ISSUES OF 
PAST FEW MONTHS 


New York Central Secured Sinking 
Fund 334s 1946. 

Great Northern General Convertible 
4s 1946. 

Louisville and Nashville First and Re- 
funding Sinking Fund 4s 2003. 

Chesapeake and Ohio Refunding and 
Improvement Sinking Fund 314s 1996. 

Pennsylvania Railroad Secured Serial 
4s 1937-1964, inclusive. 

Union Pacific Debenture 
Fund 314s 1971. 

Among the above securities are found 
four important means of reducing fixed 
charzes and creating a better balanced 
capital structure. There is the usual 
type of sinking fund which provides for 


Sinking 


the annual purchase of a certain amount 


of bonds. Collateral bonds are created 
by the deposit of securities, allowing 
such obligations to be sold at a relatively 
higher price than unsecured bonds. The 
third method is the conversion of the 
funded debt into stock. Finally, serial 
securities provide for annual equal ma- 
turities so that the debt will be extin- 
guished with the last payment. These 
particular new offerings above carry low 
coupon rates and with one exception 
are callable. 

It would seem reasonable to assume 
that railroad securities in the future 
will be issued in the above forms with 
the purpose of keeping funded debt and 
fixed charges at a minimum. It is logi- 
cal to expect that the present recapital- 
ization plans will follow the same 
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Bd mayslery of any 


language by PERSONAL 
BERLITZ INSTRUCTION 


You can’t help learning: languages the 
Berlitz Way—a Method’ scientifically 
designed to give you easy, flient speech 
and authentic native accent in French, 
Spanish, German, Italian,’ Russian, or * 
whatever language you choose. ms 
Small groups, to meet day or evening; 
now forming. Write, call in person, Or 
phone “Secretary of Admissions,” for 
FREE BOOKLET and arrange for your 


FREE TRIAL LESSON 


BERLIT Ziincvices 


30 West 34th Street, New York PEnn 6-1188 


CLEVELAND... 


PHILADELPHIA 
WASHINGTON... 


and in. gvery leading city of the world 


“Banguage Teachers of the 
World for Fifty-six Years” 


The mortgage bond as the para- 
mount instrument of railroad financing 
will eventually be supplanted by junior 


course. 


convertible and collateral securities. 
Considerable scaling down of capitaliza- 
tions may be expected with capital stocks 
as well as the usual income bond being 
the general medium of exchange. War- 
rants may be used in the reorganizations 
which will carry the, privilege of pur- 
chasing, during a certain period, com- 
mon stock at a designated price. Thus 
new capital will also be provided at a 
later date which can be used for re- 
duction of funded debt. 


It would seem that any provision of 
the funded debt which called for a cer- 
tain retirement annually (serial secu- 
rities and the usual “fixed” type sink- 
ing funds, for example) might prove a 
source of embarrassment at a time of 
low earnings. The more suitable type 
would be flexible and increase propor- 
tionally with earnings up to a maximum 
amount. 


{ 


The bonds of the future will probably 
be of the usual open-end type. An 
open mortgage or bond issue is one in 
which the indenture or agreement per- 
mits the further issue of bonds with the 
same lien as those already outstanding. 
The open-end provision has facilitated in 
the past the obtaining of funds for im- 
provements, construction and expansion. 

The equipment trust certificates issued 
under the so-called “Philadelphia Plan” 
have enjoyed an excellent record, even 
those of* receivership railroads. These 


* instruments have proved to be the cheap- 


est and most convenient method of rais- 
ing capital for the” purchase - of rolling 


stock. They are a’favorite investment . 
for institutions because of their annual . 


maturity and because they are secured 
by the essential rolling stock, title ‘to 
which does not pass to the railroads until 
the final payment. 


Securities resulting from the new of- 
ferings and the present reorganizations 
can be expected to contain a sinking 
fund to be callable and to carry low 
coupon rates. Present and future rail 
bonds are likely to be of the junior 
variety and to contain a conversion 
privilege with the conversion figure a 
reasonable distance away. The need for 
new capital will decrease as expansion 
is undertaken more and more by means 
of surplus earnings. 

With railroad credit restored through 
an increase in earning power, at least 
a part of the funded debt can be retired 
by the use of surplus earnings, by the 
issuing of stock purchase rights to the 
common stockholders, or by both 
methods. If railroads are provided with 
a capital structure conservatively appor- 
tioned among fixed income, contingent 
income and equity securities, they will 
be made secure to a reasonable degree, 
from economic disturbances. Further- 
more, additional capital for normal de- 
velopment can be obtained at a nominal 
cost. Though this new railroad financing 
will, without doubt, for the near term 
mean some sacrifices for the security 
holders, the long term results, both as 
to market price and income, should com- 
pensate many times for temporary losses. 
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FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


AFFAIRS IN GENERAL 


ITALIAN conquest of Ethiopia, begun 
several months ago, has been completed, 
and the country formally annexed, an 
accomplished fact which the League of 
Nations balks at recognizing. As a re- 
sult, this world organization has lost 
much of the hope it ever offered for the 
peaceful settlement of international con- 
troversies. The League has relied on 
moral suasion to achieve its aims, and 
has seen its efforts thwarted in the one 
case by Japan with reference to Man- 
churia and in the other by Italy with 
respect to Ethiopia. These two instances 
establish the fact that the League of 
Nation’s protests are unavailing in the 
absence of force to make them effective. 
Economic sanctions, at least when 
mildly applied, as was true in regard to 
Italy, are insufficient. Application of 
military force—a real war to end war— 
presents serious difficulties, since, should 
such an extreme measure not receive the 
unanimous approval of League mem- 
bers, the result would be that of one 
group warring against another. There- 
fore, the long and devious path to peace 
requires further exploration. 
Apprehension as to the future of the 
French franc was renewed last month, 
due in part to the generally disturbed 
state’ of affairs in Europe and accentu- 
ated by the recent elections in France. 


Gold from the Bank of France has been 
exported to London and New York, 
representing a veritable flight of capital. 
Declarations of M. Blum, who is ex- 
pected to head the new ministry, in 
opposition to further devaluation of the 
franc, operated to halt the gold outflow. 
Political agitation in certain quarters 
does not seem to have stopped the prog- 
ress toward recovery, since an improve- 
ment in production and trade appears 
to be widespread, embracing most of the 
principal countries of the world. 


GREAT BRITAIN 


PRODUCTION and trade, in most leading 
lines, continue the upward trend noted 
in these pages for several months past. 
Unemployment also keeps on growing 
less. There is special activity in the 
building of houses, and an increase in 
the construction of factories. Prices 
remain steady and, as indicated by the 
Chancellor of the Exchequer in his 
budget speech, the policy of easy money 
and dislocation from gold will rule for 
some time to come. 

Final estimates on the budget for 
1936-37 show a small surplus, to achieve 
which the income tax and the tax on 
tea have been raised. It is expected that 
additional outlays for defense, to appear 
in next year’s budget, will compel heavier 
taxes unless revenues shall show a 
marked gain. 
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The Central Bank of India, Limited 
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UR close contact with the commercial activities with seven 
Offices in the City and various Branches in other parts of 
India, puts us in the best position to serve you. 
S. N. POCHKHANAWALA, Managing Director 





COLLECTION SERVICE IN ECUADOR 


For American Bankers 


and under American Standards. 


LA PREVISORA NATIONAL BANK OF CREDIT 


Head Office: GUAYAQUIL 


Main Branch: QUITO 


33 other Branches and Collecting Agents in the Country. 


Our Foreign Department not only undertakes actual collection 
of drafts but renders a complete service through its exhaustive 
Credit Reports and Quarterly Business Survey, mailed free of 


charge to our patrons abroad. 


54% of all collections on Guayaquil are handled by our Bank. 


THE BUILDING BOOM 


Under this title the Westminster Bank 
Review makes a thorough study of the 
building activity that has prevailed for 
some time. It cites the remarkable fact 
that this activity was relatively well 
maintained throughout the depression, 
falling to its lowest level in 1932, but 
more than regaining the lost ground in 
the following year and _ consistently 
gaining since then. New buildings 
erected in the years to March 31 were, 
in 1929, 187,858, and in 1935, 327,915, 
nearly doubling in that period. 

Seeking for the causes for this ac- 
tivity, the Review mentions the general 
prosperity of the country, lower cost of 
building, easy money rates, less difficulty 
in making initial payments, improved 
building methods and better measures for 
advertising and selling. 

While the building boom, so far as 
regards residences, is considered to be 
near its peak, from which a gradual de- 
cline may be expected, an expansion in 
construction of commercial buildings, 
factories and garages is counted on to 
offset this decline in the building of 
residences. 


THE BALANCE OF PAYMENTS 


An analysis of the balance of pay- 
ments for the country is made by the 
Monthly Review of the Midland Bank. 
One important item shows a decline of 
income from outside investments from 
£250,000,000 in 1928 to £150,000,000 
in 1932, since which time there has been 


562 


an increase to £175,000,000 in 1934, and 
£185,000,000 in 1935. It is thought 
‘hat transactions for 1935 yielded a credit 
balance on international account of al- 
most £40,000,000. The figures are sub- 
ject to some qualifications on account of 
silver purchases and sales. While in 
1934 Great Britain imported a large 
amount of silver on balance, in 1935 an 
even greater quantity was exported, al- 
most wholly to the United States. This 
movement is considered as transitory 
and to some extent irrelevant. 


INDUSTRIAL PROFITS 


Records of industrial profits of be- 
tween 500 and 600 companies, pub- 
lished by The Economist, disclose the 
fact that these profits have been stead- 
ily rising from a low of £52,046,133 in 
the first quarter of 1932 to £75,731,976 
for a like period in 1935. 

Reserved profits, after debenture in- 
terest but before preference dividends, 
from 18.3 per cent. of earnings in 1929, 
fell to 9.6 per cent. in 1931, since 
which time there has been a steady in- 
crease of these additions to 22.2 per 
cent. in 1935, from which The Econo- 
mist infers that industry is financing 
itself internally to a more considerable 
extent than before the depression. 


ITALY 


Quite naturally the effect of the Ethio- 
pian war on the economic situation of 
the country is a matter of general in- 
terest. There is not only the drain on 
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BRANCHES 
Cebu, Iloilo, Zamboanga 


EIGHTY YBARS 
and more of experience and familiarity with local business conditions have placed our organization in an 


exceptionally favorable position to undertake commercial 


, fiduciary and trustee business of every 


description in a country which, like the Philippines, is developing rapidly and offers considerable oppor- 
tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


the national finances which the war en- 
tailed, but additional demands arising 
from the development of the newly- 
acquired territory in Africa. Hints of 
foreign loans for the latter purpose are 
already being heard. 

As indicating the strain to which the 
war subjected the Bank of Italy, the 
gold held by that institution fell off by 
almost 50 per cent. between the end of 
December, 1934, and the last month of 
1935, while the foreign assets of the 
bank suffered a far heavier decline. This 
loss of gold was offset to some extent 
by later surrender of the metal from 
private sources, and the loss of foreign 
assets was also modified by the forced 
sales made to the Italian Treasury. 


BANK OF ITALY 


Under the decree of March 12 this 
institution was changed from a private 
concern to what will make it a central 
bank, doing business principally with 
the government and with other banks. 
It will, however, continue to make ad- 
vances to the public on securities of the 
government or those guaranteed by it. 
Capital of the bank will be 300 million 
lire. Former shareholders: were bought 
out at the price of 1300 lire, the new 
shares being taken over by a consolida- 
tion of banks and other institutions. 
Savings and commercial banking will 
still be conducted by the existing banks. 


AS TO A COLLECTIVE STATE 


So much has been said in support of 
the view that all industries in-Italy are 


Inquiries and correspondence invited. 


being subject to state control, that it will 
be interesting to note what Signor Mus- 
solini has to say on that score. Speak- 
ing at Rome on March 23, he said: 


“The manifestations of guild economy 
are multiform but harmonious. Fascism 
has never thought of reducing them to 
one common denominator, the state, it 
has never dreamt of making all national 
economic activities a state monopoly. 
They are regulated by the guilds, and 
the government only takes over those 
which belong to the sector of national 
defence, and which are therefore essen- 
tial to the life and security of the coun- 
try.” But in the same speech he also 
said that “most economic problems can 
only be solved on the political plane.” 


FRANCE 


INTEREST in French affairs has of late 
centered around the flight of capital from 
the country and the recent elections. But 
of perhaps greater importance are the 
facts with reference to the general eco- 
nomic situation. Unemployment is de- 
creasing, and so is domestic and foreign 
trade, and the latter will no doubt be 
helped by the commercial treaty recently 
negotiated between France and ‘the 
United States. 


Unfortunately, the foreign relations 
of France have become much confused 
of late. The alliance with Russia has 
provoked further concern in Germany, 
while the disagreement with England in 
regard to Italy’s conquest of Ethiopia 
has further complicated the situation. 
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Christiania Bank og Kreditkasse 


Oslo, Norway 


Founded 1848. 


First established 
private bank in 
Norway 


BANKING BUSINESS OF EVERY 
DESCRIPTION TRANSACTED 


Telegraphic address: Kreditkassen 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 


From a low point of 92 in May of 
1935, the industrial index has risen with 
a fair degree of steadiness to a point 
substantially equal to the basic 100 in 
1913. 


GERMANY 


From the Berlin correspondent of The 
Statist it is learned that Germany, after 
having sunk to fourth place among the 
nations of the world in the construction 
and launching of new ships, has now 
risen to second place. In 1935 the 
launchings represented in volume more 
than five times those of 1933. 

This same correspondent reports that 
the revenues of German municipalities 
in 1934-35 exceeded their expenses by 
160 million marks—a result not hereto- 
fore reached in a long time. This better 
situation of the municipalities is at- 
tributed to the decline in relief outlays. 


ARGENTINA 


As reported by the Buenos Aires branch 
of the First National Bank of Boston 
the favorable trade balance for the first 
quarter of the year was m$n120,384,- 
000, against m$n151,447,000 in the 
same period last year. This result was 
achieved despite a decline in the volume 
of exports by nearly one million tons. 
Late figures indicate a decided up- 
ward trend in bank clearings. Liabilities 
of concerns failing are showing a marked 
decline as compared with a year ago. 
Reserves of the central bank on a re- 
cent date were 132.4 per cent. against 
currency, and 76.9 per cent. against de- 
posits and currency combined. 
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MEXICO 


ToTraL petroleum output for the first 
quarter of last year amounted to 9,074,- 
953 barrels, and output for the first 
quarter of this year amounted to 10,- 
200,952. barrels; while commercial value 
in Mexican pesos amounted to 31,003,- 
284 and 33,591,311 respectively. 

Silver produced in 1934 represents a 
total value of 124,570,452 pesos; gold 
83,116,633 pesos; lead, 542,097,315 
pesos; and zinc, 45,113,960 pesos. 

In 1935 a perceptible improvement 
was noticed due to a rise in the value 
of production as a whole, the figure for 
silver being 175,311,150 pesos; 84,807,- 
167 pesos for gold; 58,425,475 pesos for 
lead; and 48,758,899 for zinc. 

The foregoing figures show that silver 
production actually increased by 50,- 
740,698 pesos over 1934; gold produc- 
tion by 1,690,534 pesos; lead production 
by 6,328,160 pesos; and zinc, by 3,644,- 
993 pesos. 

In 1935 Mexico shipped over 12,000,- 
000 bunches of bananas to the United 
States—the largest quantity from any 
single country. 


AUSTRALIA 


One of the most gratifying results of 
the measures taken for improving the 
financial situation of the country is 
shown in the substantial reduction of 
the Commonwealth and state deficits. 
From a deficit of £10,700,000 for 1930- 
31, the Commonwealth reports a small 
surplus for 1934-35, while the deficit 
of six states has been reduiced from 
£14,600,000 to £3,800,000. 





FINANCIAL SITUATION ABROAD 


INTERNATIONAL BANKING NOTES 


Union BANK OF SCOTLAND LIMITED. 
At the 106th annual meeting of share- 
holders, at the head office in Glasgow, 
May 6, the report of the directors 
showed a net profit for the year of 
£316,620 16s. 8d., which added to the 
amount brought forward gave a total of 
£430,805 3s. lld. After making alloca- 
tions requiring £70,000, a dividend at 
the rate 18 per cent. per annum ab- 
sorbed £216,000, and after placing £25,- 
000 to pension and allowances fund, 
£119,805 3s. 11d. was carried forward. 
The reserve now stands at £1,800,000. 


Union Discount CoMPANY OF LON- 
DON. Commemorating its jubilee year, 
this institution has created 50,000 new 
shares, offered to shareholders at £10 
per share, or £7 10s. per share premium 
of one new share for every ten held. 
As the premium on the new shares will 
increase the reserve fund by £375,000, 
bringing it up to a total of £2,125,000, 
and the subscribed capital will be £2,- 
750,000, with £1,375,000 paid, the 
elimination liability on uncalled capital, 
which is provided for, will require the 
capitalization of £1,375,000 from the re- 
serve, reducing that item to £750,000. 
But to this there is to be added £400,- 
000 from undivided profits. Finally the 


result is that the company has a paid-up 
capital of £2,750,000 and reserve and 
undivided profits of £1,150,000. 


CENTRAL BANK OF MANCHOU. This 
institution, located at Hsinking, Man- 
choukuo, has issued a book giving the 
laws relating to the bank and describ- 
ing the operations since its establishment. 
The bank has had a difficult task in 
bringing the heterogeneous bank-note 
currency of the Chinese banks into uni- 
fication. In this undertaking, consider- 
ing the magnitude of the task, the bank 
has succeeded remarkably well, and has 
furthermore been of valuable service in 
assisting in the development of produc- 
tion and trade. An evidence of the 
bank’s progress further appears from 
the construction of an extensive head- 
office building, now approaching com- 
pletion. 


CoMMONWEALTH BANK OF AUSTRALIA. 
This leading institution among the Aus- 
tralian banks issues a monthly publica- 
tion entitled Bank Notes, which not 
only gives much statistical and other in- 
formation about the Commonwealth 
Bank, but of the production and trade 
of the country, supplemented by occa- 
sional interesting articles of a general 


The Imperial Bank of Iran proposes paying a final dividend of seven shillings a share, 


plus a bonus dividend of two shillings, for the year ended March 20. 


Last year the 


name of Persia was officially changed to Iran, as it is a more correct designation for 


the country, which occupies the greater part of the Iranian peninsula. 


Bank of Persia thus changed its title also. 


The Imperial 


The picture above shows the front view and 


the detail of the brick and tile work over the doorway of the Teheran head office 
of the bank. 
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literary character. In addition it pre- 
sents in each number many beautiful 
illustrations of the scenery and other at- 
tractions of Australia that must inspire 
in all who see them a desire to visit that 
country. 


RECIPROCITY TRADE 
AGREEMENTS 


RECIPROCITY trade agreements already 
concluded affect 32 per cent. of total 
foreign commerce of the United States, 
and this figure will be increased to 41 
per cent. when agrcements now under 
negotiation are completed, states The 
Index, of The New York Trust Com- 
pany, in a recent issue. Total trade 
with the ten nations in the first category 
amounted to $1,357,788,000 in 1935, 
and with the eight countries with which 
negotiations are in progress it totaled 
$394,226,000. 

“A basic principle in the agreements, 
The Index says, “is the provision that 
all concessions granted other countries 
will be on a most-favored-nation basis; 
that is, similar concessions will be ex- 
tended to like products imported from 
other countries, and consequently the 
benefits of the treaties actually con- 
cluded will be widely extended. The 
only exception to this is in the case of 
those nations whose treatment, in the 
opinion of the President, is discrimina- 
tory to American commerce. 

“The establishment of these trade 
agreements is but a first step in the 
modification or elimination of the 
many barriers to world trade such as 
high tariffs, restrictive quotas and ex- 
change limitations. At the same time, 
through expanding trade and promoting 
production, they lead in the direction 
of soundly stimulating employment and 
toward stability in international ex- 
change—both vitally necessary to the 
complete economic recovery of this 
country and of the world.” 

The ten countries with which agree- 
ments have been concluded are Cuba, 
Brazil, Belgium, Haiti, Sweden, Colom- 
bia, Canada, Honduras, the Nether- 
land and Switzerland. ) 
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BANK OF CHINA OPENS NEW 
YORK AGENCY 


H. D. R. Burcess, banker of New 
York City and C. W. Wang of Shang- 
hai have been appointed- joint managers 
of the New York Agency of the Bank 
of China of Shanghai. 

The bank is controlled by the Chin- 
ese government and carries out the 
management of China’s paper-standard 
currency. It was licensed recently to 
open an agency at 40 Wall street. 

Mr. Burgess, who has been an as- 
sistant vice-president of the Irving 
Trust Company, has been engaged in 
international banking since 1912. He 
began his banking career with the New 
York agency of the Chartered Bank of 
India, Australia and China, a London 
institution. He was an assistant vice- 
president of the National City Bank 
prior to becoming an officer of the 
Irving. 

Mr. Wang is a graduate of Yale 
University and received an A. M. de- 
gree from Princeton in 1917. He was 
formerly. assistant general manager of 
the Overseas Chinese Bank, Ltd., and 
manager of that institution’s Shanghai 
office. At one time he was manager 
of the Ho Hong Bank, Ltd., in Hong- 
kong. 


DEATH OF SIR FELIX SCHUSTER, 
BART. 


THERE died in London on May 14 Sir 
Felix Schuster, Bart., at the age of 
eighty-two years. 

Sir Felix, who was knighted in 1906, 
was Governor of the Union of London 
and Smiths Bank from 1895 to 1918, 
and a director of the National Provin- 
cial Bank. He had held many impor- 
tant posts in the Empire’s financial de- 
velopment, among them membership in 
the Council of India, 1906-16; the 
Treasury Commission on Irish Land 
Purchase Finance, 1907-08; the India 
Office Commission on Indian Railway 
Finance .and Administration, 1907-08; 
and the Board of Trade Commission 
for Amendment of Company Law. He 
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Sir Felix Schuster, Bart., prominent English banker, whose death occurred during the past 
month, is shown here at his desk in the National Provincial Bank Ltd., London, of which 
he was a director. 


was elected president of the British 
Bankers’ Association in 1925 and was 
a member of the council of the Inter- 
national Chamber of Commerce. 

Sir Felix was an authority on bank- 
ing, financial and economic problems, 
and had frequently made important 
contributions to the study of these sub- 
jects. His visits to America had made 
him well known in this country. Those 
who had the privilege of his friendship 
recognized in him a gentleman of the 
finest type. 


ACCOUNTANTS AS CREDIT 
MEN 


PuBLic accountants have a better op- 
portunity than anyone else to judge the 
capacity of a firm’s management in the 


opinion of Philip F. Gray, vice-president 
of the Irving Trust Company, New 
York. He expressed this view in an 
address before a credit conference of 
the New York State Society of Certi- 
fied Public Accountants, in which he 
said in part: 

“Does it not appear that public 
accountants have a better opportunity 
than anyone else to judge the capacity 
of the management of their clients? As 
a matter of fact, when we come to 
analyze the present method, accountants 
should really be the credit men, for 
just consider some of the material facts 
to which they have access which credit 
men can usually only obtain when the 
risk is in the marginal class. 

“1. They have knowledge of the con- 
cern’s budget—that is, what the plans 
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\ MAKE A DATE 
& with the Sun... 


Come to the Ambassador in 
Atlantic City and relax. Let 
the sun’s ultra-violet rays 
give your body a glowing, 
healthy coat of tan. 

Every year in greaternum- 
bers the discerning make 
the Ambassador their home. 
They’ve found their Riviera 
this side of the Atlantic...at 
a fraction of the cost. 


Write now for free booklet, 
“Here’s Your Place in The Sun.” 


The 
AMBASSADOR 


ATLANTIC CITY 
William Hamilton, Managing Director 


of the management are for the ensuing 
period. They can judge its soundness. 
Also, they would know if the manage- 
ment had no plan. 

“2. They can know whether or not 
the production or purchasing plans are 
well co-ordinated with potential sales. 

“3. During the course of the audit, 
they can appraise the personnel policy, 
determining whether the concern is 
carrying ‘dead wood’ to the detriment 
of the business. 

“4. They have knowledge of the 
eficacy of the cost system, if one is 
employed. 

“5. They know the policy of the 
management regarding reserves — for 


doubtful accounts receivable, slow mov- 
ing merchandise, depreciation and obso- 
lescence, for taxes including processing 
taxes, unearned income and other con- 
tingent liabilities. 

“6. They can ascertain the volume 
and basis of forward sales as well as 
the amount of commitments outstanding 
for merchandise; also if certain raw 
materials are properly hedged, and if 
the concern has sold any merchandise 
under repurchase agreement before in- 
ventory date for window dressing pur- 
poses. 

“7, They have access to departmental 
statistics for current and prior periods 
to determine the real vitality of the 
business. 

“All of these and many others too 
numerous to mention, but all material 
facts, are available to the accountant. 
It should make the credit man’s mouth 
water in anticipation. 

“As long as the accountant will not 
indicate his opinion ‘of the management 
by writing his report on white paper 
if he considers it good, pink paper if 
fair and blue if poor, the credit man 
will not soon be able*to~obtain the ac’ 
countant’s judgment on this phase of 
credit, unless, of course, the credit men 
engage the accountants.” 


RISE OF LITTLE MEN 


Society, acting through its agent, gov- 
ernment, under strain, depends more 
and more upon force, regimentation, 
censorship, and rules. Under the name 
of democracy it establishes an autocracy, 
giving to men of little experience, dis- 
cernment or ability, powers seldom ex- 
ercised by monarchs. Business, on the 
other hand, under strain becomes in- 
creasingly democratic. The exclusive 
shop removes its social barriers. Men 
are chosen on boards of directors, not 
for their culture or social standing, but 
for their contact with life. The un- 
approachable man no longer is the bank 
president; the unapproachable one is 
some bureaucratic government official. — 


John W. Darr. 





“Throkmorton Strete by the Drapers’ Hall” 


By A. E. Roperts, M.A. 


whereof the ward taketh name, 

which stretcheth out of the former 
street from the east corner of Allhallows 
Churchyard, somewhat south to the 
parish church of St. Peter the Poor on 
both sides, and then by the south gate 
of the Augustine friars west, down 
Throkmorton Strete by the Drapers’ 
Hall into Lothbury, to another grate of 
iron over the channel there, whereby 
the water runneth into the course of 
Walbrook, under the east end of 
St. Margaret's Church, certain posts of 
timber are there set up; and this is also 
the farthest west part of this ward, in 
the said street. Out of which Street 


[ster have you Broad Street, 


runneth up Bartholomew Lane south to 
the north side of the Exchange. . . . 
This paragraph from the 1598 edition 
of Stow’s Survey of London contains 
the first reference to our modern Throg- 


morton Street, and it must have been 
in Stow’s lifetime that part of the old 
Broad Street took the name of Sir 
Nicholas Throckmorton, or Throg- 
morton, diplomatist and pillar of Pro- 
testantism under Elizabeth. 


DESERVES A MONUMENT 


Sir Nicholas deserves a monument, 
for he had a hard life of it. He began 
his career in the household of 
Henry VIII and ended it in the service 
of Elizabeth, of whom it was said that 
she was “more than a man, and, in 
troth, sometimes less than a woman.” 
Between those two, he lived through the 
brief reign of Edward VI, that pious 
Josiah among princes, and the thunder- 
clouded, suspicious years of Mary Tudor. 

Under Mary he nearly came to grief, 
and an April day in 1554 saw Sir 
Nicholas Throgmorton on trial in the 
Guildhall for treason and_ suspected 
complicity in Wyatt's Rebellion. A jury 
of his own fellow Londoners acquitted 
him and were sent to the Tower for 
their pains, where they languished till 


the end of the year, thinking over the 
perils attendant on a prince’s dis- 
pleasure. 

On Elizabeth’s succession to the 
throne in 1558 ‘Shrogmorton’s career 
really began, and from that time to the 
end of his life he is almost constantly 
employed on the tortuous ways of Tudor 
diplomacy. His first great trial came 


While Lombard Street is the 
Wall Street of London in the finan- 
cial sense, Throgmorton Street, 
which runs along the entire side of 
the London Stock Exchange, is the 
place where brokers mostly congre- 
gate. This interesting story of Sir 
Nicholas Throgmorton’s life ap- 
peared in The Stockbroker (Lon- 
don). 


in 1560, when, as ambassador in France, 
he had to listen to stories of how Eliza- 
beth’s favorite had just murdered his 
own wife in order to be free to enjoy all 
the favors the Queen was prepared to 
shower upon him. Poor Throgmorton 
had to endure whisperings “which 
every hair of my head stareth at and 
my ears glow to hear.” He could only 
pray that the Queen would not follow 
her infatuation to the end and marry 
the man. He need not have worried: 
but Elizabeth's affairs of the heart, how- 
ever illusory, caused more than one of 
her statesmen the gravest anxiety, and 
Throgmorton was no exception. 

Later, he was entrusted with a still 
more delicate mission, that of go-between 
from the English court to Mary Queen 
of Scots, who had already set out on 
the road that led through political in- 
trigue and emotional upsets to the scaf- 
fold in Fotheringhay Castle. Mary he 
knew from the old days when she had 
been in France as the Queen of the 
doomed degerierate, Francis II, and re- 
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lationships between them had always 
been friendly, though Throgmorton was 
known to be “the most cruel adversary 
that the Catholic religion has in Eng- 
land” and Mary was the center of all 
the Catholic plots against Elizabeth. No 
easy task, in the days when diplomacy 
turned and twisted its way in an elab- 
orate devils’ dance, divorced alike from 
principle and any obvious policy. 

Here, again, he nearly tripped, and 
1569 found him imprisoned in ‘Windsor 
Castle, though not for long. His health, 
worn out by the strains and the journey- 
ings of his professional life, was break- 
ing, and in 1571 he died. Rumor had 
it that he was poisoned by the Earl of 
Leicester, but that may be scandal 
merely. He lies in the chancel of the 
Church of St. Catherine Cree in the 
City he served so well. 


SIR WALTER RALEIGH AND BESSIE 
THROGMORTON 


His troubles were not, however, con- 
fined to his professional career, and the 
name of Throgmorton Street serves to 
keep green the memory of a pretty story 
of lovers in distress. Mistress Elizabeth 
Throgmorton, Sir Nicholas’s daughter, 
was maid-in-waiting to the Queen. Her 
blue eyes and golden hair took the fancy 
of the gallant Sir Walter Raleigh at the 
court. Raleigh was then in his fortieth 
year and established in the Queen’s 
favor, Bessie was young and impression- 
able, and rumor soon got busy about 
them, and deepened, alas, into a most 
lamentable certainty. 

Elizabeth, furious that anyone should 
treat one of her maids-of-honor with so 
little respect—she would not allow any 
of them to marry without her consent— 
recalled Raleigh, then setting off on an 
expedition to Virginia, and packed both 
the lovers off to the Tower. There 
Raleigh remained, in spite of all the 
most fulsome appeals with which he 
bombarded outraged majesty, until Sep- 
tember, when he was released. Cecil 
found him then “marvellous greedy to 
do anything to recover the conceit of 
his brutish offence.” 
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Finally he settled at Sherborne with 
Bessie, now his wife and his faithful 
helper in all the rest of his stormy 
career. She followed him into imprison- 
ment at the Tower again in 1603, and 
there their second son, Carew, named 
after the family name of Sir Nicholas 
Throgmorton’s wife, was born. 

When Raleigh was executed in 1618 
it was Bessie Throgmorton who com- 
forted him in his last hours. She took 
the poor severed head that had been 
carried so jauntily, had it embalmed and 
kept it always with her, long after his 
body was buried in the church of 
St. Margaret at Westminster. When 
she died in 1647 at the ripe o!d age of 
eighty-two she still possessed it; it passed 
to Carew, but what became of it after 
that nobody knows. 


FORMER GRANDEUR 


Throgmorton Street sounds unpromis- 
ing enough, and looks unpromising 
enough today. The great mansion with 
its lovely grounds that Thomas Crom- 
well built there for himself, and which 
later became Drapers’ Hall, perished in 
the fire of 1666. Nothing remains of 
the London that the Throgmortons 
knew, and Sir Nicholas’s nafe has, for 
most people, now outlived his memory, 
but history will always have a place for 
the great diplomatist of one of the great- 
est ages in the story of England—and 
a little niche for Bessie. 


-~©- 


BANK OF CANADA TO HAVE 
NEW HOME 


ERECTION of a building to house the 
Bank of Canada will result from the 
purchase of a property announced by 
Graham F. Towers, governor of the 
bank. The price paid was stated to 
be about $75,000 and the property is 
on Wellington street, Ottawa, and com- 
prises 21,000 square feet. The new 
building will be ready for occupancy 
within two years. 
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Current Conditions in Canada 


seasonal business activities in Can- 

ada have been in keeping, accord- 
ing to the Business Summary of the 
Bank of Montreal. As te the business 
community in general, it was, till the 
end of April, marking time about its 
commitments until the budget revealed 
what it had to face in the way of 
taxation and tariff changes, and it has 
since been preoccupied in appraising 
the effects of budget policies and plan- 
ning the readjustments which are en- 
tailed by them. In the meantime, the 
weekly and monthly records of indus- 
trial activity and domestic and external 
trade continue in general to be moder- 
ately better than those of the same 
period a year ago. 

Employment as of April 1 was well 
above the level of April 1, 1935, and 
a decline as compared with March 1 
was attributable to seasonal conditions 
only, 


[= spring has been backward and 


The federal budget, which was pre- 
sented by the Minister of Finance on 
May 1, was a document of unusual 
interest, partly because it was the first 
fiscal pronouncement by the present 
government. The Minister placed the 
deficit for the year ending March 31 
at $162,000,000, but estimated a deficit 
for the current year at not more than 
$100,000,000. He emphasized the im- 
portance of balancing the federal 
budget but acknowledged that this ob- 
ject could not be achieved immediately. 
As a means of increasing the national 
revenue he announced an increase in 
the sales tax from 6 per cent. to 8 
per cent. and an increase in the cor- 
poration income tax rate from 132 per 
cent. to 15 per cent. Where returns 
are consolidated the rate is raised from 
15 per cent. to 17 per cent. Individual 
income tax rates are unchanged. 

For the purpose of stimulating min- 
ing developments all income from 
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metalliferous mines coming into produc- 
tion between May 1, 1936, and Janu- 
ary 1, 1940, is exempt from corporate 
income taxation, such exemption to 
apply to income for the first three years 
following commencement of production. 
The Finance Minister announced 104 
tariff reductions and 12 increases. 


U. S. RECIPROCITY AGREEMENT 


In accordance with the undertaking 
given when the reciprocity agreement 
with the United States was published, 
the budget provided for an exemption 
of personal purchases by Canadians re- 
turning from abroad. Under this pro- 
vision commodities so purchased up to 
a value of $100 may, with certain 
restrictions, be brought into Canada 
free of duty. 

Continued substantial expansion ap- 
pears in the official returns of external 
trade. In April domestic exports rose 
from $47,313,862 to $57,422,847 and 
imports from $36,636,702 to $42,320,- 
032, the comparison being with April 
of last year. 


BANK OF NOVA SCOTIA 


ReviewinG Canada’s balance of in- 
ternational payments the Monthly 
Review of the Bank of Nova Scotia 
finds that while the favorable bal- 
ance has shown a continued up- 
ward trend since 1932, “the fact that 
the current balance is ‘favorable’ is not 
necessarily a sign of economic well- 
being.” It further states that “Canada’s 
balance of international payments has 
been restored to a ‘favorable’ level com- 
parable with that of 1928, despite the 
pronounced decrease in exports and 
tourist trade as well as the increased 
cost of servicing the foreign debt. This 
has been achieved by a drastic reduction 
in imports. Fortunately, the trend of 
the trade figures, commodity, gold and 
tourist, is upward.” 

The Monthly Review sees as perhaps 
the most encouraging feature of the past 
quarter the further increase in export 
trade. During the first three months of 
1936, exports were valued at $185 mil- 
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lions as contrasted with $148 millions 
during the corresponding period of 1935, 
Enlarged sales of wheat and base metals 
accounted for more than half the ex- 
pansion: the value of wheat exports in- 
creased by 66 per cent. and that of base 
metals by over 50 per cent. Exports of 
newsprint, lumber, cattle and auto- 
mobiles also contributed towards the 
general upturn. 


CANADIAN BANK DEPOSITS 


From a study of the course of bank de- 
posits in Canada, made by the Royal 
Bank of Canada, it appears that the pre- 
depression peak of deposits was reached 
on October 31, 1929, the amount (not 
including deposits in Canadian banks 
outside the Dominion) was then $2,370,- 
000,000. The low point was on July 31, 
1932, when the amount was $1,875,- 
000,000—a decline of 21 per cent. From 
this low point deposits increased by 
$305,000,000 at the end of December, 
1935. This substantial increase is 


credited to the increased bank reserves 
made possible by an amendment to the 


Dominion Notes Act. The Royal Bank 
attributes the violence of the depres- 
sion as primarily due to a deflationary 
monetary policy, and that recovery has 
been greatly aided by a revefsal of this 
policy. 


IMPROVEMENT MORE GENERAL 


REVIEWING conditions in its Monthly 
Commercial Letter for May, the Cana- 
dian Bank of Commerce reports that 
while the improvement in the preceding 
month had been moderate it was more 
widespread, with favorable prospects 
particularly for the forest and metal- 
mining industries. Construction has 
been backward, but a substantial volume 
of new work is in contemplation. Ex’ 
port trade is reported as seasonally 
lower. Progress has been greatest in the 
so-called heavy industries and more than 
offset recession in those light industries 
which have recently been adversely af: 
fected by the prolonged unseasonable 
weather, as well as by the greater foreign 
competition evident during the past year 
or so. 





The Weapon Permit 


By BP-1678 
{From The Royal Bank Magazine} 


HE local bank manager, W. B. 
Briggs, was a dejected looking 

- human being, in fact he wanted to 
crawl into a hole and die. The events 
of the past twenty-four hours had 
changed a jovial, keen business man into 
an object of pity. He was being classed 
around town as an “armed highway rob- 
ber,” and none of his many customer 
friends lost the opportunity of making 
his already miserable existence more 
miserable, at least so it seemed to him, 
by incessantly reminding him of some: 
thing he much preferred to forget, but 
could not. Even his meek and mild 
little wife could not help but smile 


when she looked at him. 
This man had prided himself on his 


ability to reason and make snap deci- 
sions, his keen foresight—and now what 
did it all amount to, after his terrify- 


ing experience of last night? It would 
take months to live his present situa: 
tion down, and he doubted if he ever 
would. The only solution, so far as he 
could see, would be a move to some 
distant point where he was unknown. 

It all happened, so he tried to console 
himself, because the Government had is- 
sued orders that all offensive weapons be 
registered. Following this new regula- 
tion; his Head Office had issued a circu- 
lar (those circulars, how he hated them!) 
requesting all branches to régister their 
weapons. A recent hold-up in his dis- 
trict, that unfortunately ended in mur- 
der, had caused him to make applica- 
tion for a permit to carry his gun, 
whether in the office or not, and this 
permit had been received yesterday 
morning. 

Now Banker Briggs was popular, not 
only among his customers, but as an 
after-dinner speaker, and it was while 
returning from the city, where he had 


put over his “usual line,” that the events 
herein described transpired with such 
rapid succession that he had not yet fully 
recovered. At the time of their hap- 
pening, he congratulated himself on his 
foresight in carrying his automatic, 
but now—‘confound that permit,” he 
growled to himself. 

The road over which he was travel- 
ing homeward-bound was the one on 
which the recent hold-up murder had 
been committed. Drifting along, with 
his mind on the success of his speech 
and the congratulations of the Club 
members still running in his ears, he was 
hailed by a young man of possibly 
eighteen years. Ordinarily he would not 
have stopped, but thinking of his own 
son being placed in similar circumstances 
he halted, picked up the weary lad, and 
started once more on his journey. Swing: 
ing around a sharp corner he felt his 
companion press hard against his side, 
but not until he felt for his watch to 
ascertain the time did he think much of 
the incident. His watch was gone. With 
careful maneuvering he managed to get 
his automatic in his left hand without 
his companion being aware of anything 
unusual. Gradually slackening the speed 
of his car, he suddenly poked his gun 
into the ribs of the youth, at the same 
time giving-the sharp order. 

“Hand over that watch, fellow.” 

“What watch, mister?” said the un- 
happy hitch-hiker. 

“You know what watch, my watch, 
and show some speed or Ill—” but, 
before he could finish, the watch was 
promptly handed over. Briggs, keeping 
his eyes on the pickpocket, slipped the 
watch into its pocket, opened the door, 
and with his gun still covering the 
would-be thief, ordered him to make 
himself scarce. The latter needed little 


573 























574 


persuasion, as the deadly weapon was 
still staring him in the face. The banker 
stepped on the gas, glad to be alone, and 
thought how fortunate it was that he 
had carried his gun. 

“Funny, too,” he said aloud, “it’s the 
first time I ever carried a gun on this 
road.” He lost little time in reaching 
his destination, much shaken with the 
events of the past hour, put his car in 
its garage and was all set to relate to 
his wife his narrow escape. However, 
he was greeted at the door by his wife 
with, “You must have been in a hurry 
this afternoon, dear.” 


———— EEE 
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“Hurry! what do you mean hurry?” 
the banker asked. 

“Why you left your watch on your 
dresser, something you seldom do unless 
in a hurry.” 

“Watch, what watch?” the now ex- 
cited W. W. could only peep. “Why, 
I've got my watch here with me and 
what’s more—,” but he got no further, 
for in the meantime he had taken out 
the watch that his traveling companion 
had been forced to hand over at the 
point of his gun, and found he had 
robbed the lad of a cheap dollar time- 
piece. 


[From Barron’s} 


IRTUALLY all branches of in- 

\/ dustry and trade in which there 

is large public investment interest 
have undergone fundamental changes in 
the post-war era, and more particu- 
larly in the recent years of depression, 
but few have witnessed so drastic a 
revolution in every phase of their busi- 
ness as our banking system. With the 
latest agitation for banking reform crys- 
tallized into law, and with the economic- 
recovery trend, it is to be hoped, defi- 
nitely established, the time appears ripe 
to review the background and reappraise 
the conditions of law and business under 
which banking must operate in the fu- 
ture. 

Not all of the changes in banking law 
and banking practice which now loom 
as major factors in the determination of 
bank earnings are products of the de- 
pression. Many of them are the out- 
growth of conditions that have been 
operative for years. Perhaps the most 
important influence in the changing as- 
pect of banking has been the decline 
in commercial loans as an outlet for bank 
credit. The ebbing tide of short-term 
borrowing dates back fifteen years to 
the unhappy experience of industry with 
such loans in the depression of 1920-21. 
Once established, the trend was ex- 


pedited by the more rapid transporta- 
tion of freight and by the ease with 
which industry was able to obtain funds 
in the long-term capital markets. At 
the same time the inflow of gold dur- 
ing the war and post-war periods was 
increasing bank deposits and broadening 
the credit base. Faced with a situation 
of accumulating funds and declining 
commercial loans, the banks found it 
necessary to find outlets in security loans 
and direct investments, which, in turn, 
accelerated the growth of capital flota- 
tions. 

Thus the banks for reasons beyond 
their control added fuel to the credit 
inflation of the late 1920’s. Unlike the 
post-war debauch, it was an inflation 
not of commercial loans and commodi- 
ties, but of mortgages, stocks, and other 
long-term capital. Once the structure 
began to topple, the need for security 
and liquidity forced the banks to de- 
pend heavily upon government invest: 
ments as an outlet for funds. The 
shock of the banking crisis of March, 
1933, and political castigation for their 
investment policies during the preced- 
ing boom bred an attitude of extreme 
caution in the banking fraternity that 
carried over into the early stages of re- 
covery and was fostered by devaluation 
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of the dollar and other inflationary poli- 
cies of the Government. The banking 
system, however, was not alone respon- 
sible for the failure of bank credit to 
expand. Demand for commercial loans 
failed to recover, the real-estate-mortgage 
situation was chaotic, and the security 
markets were impeded by restrictive 
legislation. The result was that the 
banks continued to pour funds into gov- 
ernment securities, and a paternalistic 
Government, in turn, took over the re- 
sponsibility of providing a large share 
of the credit used by agriculture and 
industry that ordinarily would have 
been supplied by the banking system. 
At the end of last August government 
agencies had outstanding loans of $8,- 
254,000,000. The relative importance 
of government lending may be judged 
by the fact that loans of all member 
banks of the Federal Reserve System 
totaled $11,928,000,000, June 29, 1935. 


The problem of finding earning out- 
lets for bank funds has been aggravated 
by conditions growing out of the Ad- 
ministration’s recovery efforts. The pres- 
ent extreme ease of money rates is, for 
example, the direct progeny of the Gov- 
ernment’s financial and monetary poli- 
cies. Not only did devaluation inflate 
our gold monetary stock, but it also 
started a new inflow of the metal, swell- 
ing deposits and adding enormously to 
the base for potential credit expansion. 
On top of this, government expenditures 
have caused a further congestion of idle 
funds and excess reserves in the banking 
system. The banks, as a result, have 
found themselves in a vicious circle. 
The Government has gone into the bank- 
ing business on a large scale and has 
raised the funds for doing so by selling 
honds to the banks. When this money 
is spent, it flows back into the banks 
to swell deposits, and the banks, in turn, 
lacking adequate outlets, are forced to 
purchase more government bonds. 

Influential as have been these trends 
in banking operations, they do not en- 
compass the full measure of changes in 
the present position of the banking sys- 


© Chas. Latere, Inc., N. Y. 
Farris Campbell, who was_ recently 
elected a vice-president of the National 
City Bank of New York, was born in 
Higginsville, Missouri. He gained his 
first banking experience in the National 
Bank of the Republic in Kansas City, 
going to New York in 1914. He has 
risen from the note tellers’ department 
of the National City to the vice- 
presidency. 





tem. Recent legislation brings additional 
factors into the equation which bank 


investors must evaluate. First and fore- 
most is the enlarged degree of central- 
ized control placed in the hands of the 
new Board of Governors of the Federal 
Reserve System. Regulation of security 
loans, the béte noire of the 1929 securi- 
ties boom, now rests in the hands of the 
Reserve Board. Their control over na- 
tional credit policy has been additionally 
enhanced by authority to change re- 
serves, by their veto power over ap- 
pointment of the chief executive officer 
of the Reserve Banks and by their abili 
to dominate the new Open Market 
Committee, which shall determine the 
open-market policy of the entire system. 
The Federal Deposit Insurance Corpora: 
tion is another development having fea- 
tures good and bad which must be en- 
tered in the new balance sheet. 





National Shewtnut Celebrates 100th 


Anniversary 


N anniversary which is of 
Assisi and even world- 
wide — interest was cele- 
brated on May 6—the one hun- 
dredth anniversary of the National 
Shawmut Bank of Boston. A cen- 
tury of service commands respect, 
and also arouses interest in the 
history and policies of the institu- 
tion which attains that dis- ‘ 
tinction. 

Born in the famous Ex- 
change Coffee House, in 
1836, with a capital of 
$500,000, the National Shawmut Bank 
has grown to be an_ internationally 
known bank with a present capital of 
$10,000,000, and tota! resources over 
$215,000,000. Sixteen branches in 
greater Boston now facilitate its vastly 
increased business. 

The bank has been the nucleus of 
many consolidations during its exist- 
ence, and in taking over other banks 
has always retained its own interesting 
title. Although bankers throughout the 
United States readily recognize the word 
Shawmut as an Indian name, the trans- 
lation of it may not be familiar to all. 
Shawmut is the Indian word for “living 
fountain,” and was given by the In- 


dians to the site on which the city 
of Boston was later settled, because 
springs abounded on the grounds. 
The bank building itself is di- 
rectly over the course of one of the 
more important of those springs. 
It would seem that the National 
Shawmut Bank has well deserved 
this Indian name, as the bank has 
always been a living fountain 
of strength to its community. 
Throughout the years of its 
existence this bank has held 
to the policy of building up 
the commerce of the Port of Boston 
and the industries of New England. 
This desire to further the interests 
of the community has been carried 
through to modern times, as the bank 
has weathered with an excellent record 
the storms and stresses of the past difh- 
cult years, and its present management 
along with its other interests is co 
operating with the Government in re- 
habilitating business and _ individuals 
through the extension of FHA loans. 
At the end of April, 6541 loans had 
been made through the bank’s net- 
work of branches, amounting to $2, 
278,028.57. 
The leadership of the officers and 


The National Shawmut 
Bank has been conduct- 
ing its business from this 
main office building since 
1907, and also maintains 
sixteen branches through- 
out the city of Boston. 
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One hundred years ago prominent business men of Boston gathered at the Exchange Coffee 


House for the organization of the Warren Bank, which a year later became the Shawmut Bank. 


directors of the National Shawmut mut. It is owned by the bank, and is 
Bank has always been outstanding. The the work of A. Ames, Jr. 
bank has made particularly rapid pro- 
gress under Walter S. Bucklin, presi- 
dent since 1923 and who was but 
forty-three at the time of his election. 
Mr. Bucklin had been connected with 
insurance in the early part of his busi- 
ness life, and had even found time to 
study law, being admitted to the Massa- 
chusetts bar. As the crowning success 
of his insurance career, he became presi- 
dent of the Liberty Mutual Insurance 
Company in Boston, holding that office 
until he was elected to the same posi- 
tion with the Shawmut Bank. 
A word concerning the Indian em- 
blem of the Shawmut—which is shown 
at the beginning of this article—this 
Indian head is one of the most famous 
trademarks in the world. It is fea- 
tured in all the advertising and litera- 
ture of the bank as its guarantee to the 
world of fidelity, security and service. 
The head is a reproduction of a bronze Walter S. Bucklin, president of “The 
bust of Obbatinewat, sachem of Shaw- Shawmut.” 
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The atmosphere of the Early American living-room marks the lobby of the new East 


Broadway Branch of -the First National Bank of Louisville, Kentucky. 
done in deal-finished pine, and the period is carried out in detail. 


antiques on the mantel may be seen. 


POST OFFICE PENS AND BANKS 


Since Mussolini has taken over the 
banks in Italy some of us must have 
wondered what would happen if a 
similar action took place here. 

After the first excitement and period 
of adjustment was over a bank would 
probably be operated much the same 
as the post offices are operated. 

This will be a terrible blow to the 
people who come into the bank regu- 
larly to fill their fountain pens and 
swipe the blotters and pens. No one 
but an antiquarian or a student of early 
Americana ever stole a post office pen. 

I sometimes believe the postal clerks 
amuse themselves on a dull day by 
playing darts with the pens on ‘the 
public racks. Experienced hands have 
been able to get a fair degree of legibil- 
ity by dipping the other end in the 
ink, but weaker souls have been known 


The room ‘is 
In this view 


A shelf over the tellers’ windows has been 
placed for the further accumulation of articles of value and interest. 
banking equipment has been installed, including air conditioning. 


The most modern 


to go violently insane after spending 
half an hour trying to address a postal. 
I really should not pass over the 


ink so lightly. It deserves a column 
of its own. It usually resembles dis- 
couraged caviar and might contain the 
remains of some overly optimistic fly. 

It would be nice, however, if we 
could display posters on the bulletin 
boards the way the post offices do. It 
would brighten up the cold formality 
of our lobbies if we show the public 
the latest profile of Rat Face Rafferty. 

Then, too, all of us have seen cer’ 
tain of our depositors storm out of 
the doors after losing an argument with 
the Paying Teller. If any of us has 
ever had occasion to swap repartee 
with some ancient postal clerk, we 
would want to be present just to watch 
him handle one of those babies.—]J. J: 
Braceland, in “The Banker,” Phila 
delphia A. I. B. 





ADVERTISING AND PUBLIC 
RELATIONS 


Edited by Malcolm Davis 


The Intimate Details 
Why 25,000 Thomas Jefferson Letters Look Like the Original 


By Lewis MATTISON 
The Press of Whittet & Shepperson, Richmond, Va. 


HEN a certain original letter 

\X of Thomas Jefferson was re- 

cently brought to our attention 
we immediately saw its potential adver- 
tising value to one of our customers, 
The Morris Plan Bank of Virginia. The 
letter was written from Washington in 
1803, during Jefferson’s term as Presi- 
dent. The envelope reads: “From Th. 
Jefferson, Pr. U.S. ... Mr. Craven 
Peyton, Stumpisland, near Milton,” and 
the letter: “Washington, Nov. 27 03. 
Dear Sir, If my note for 558.14 paiable 
the 15th of Dec is still in your own 
hands, I should be very glad if it could 
be either postponed awhile or paid by 
monthly portions, as I find I shall be 
very hard pushed, during the next 
month. if however it is gone out of 
your hands I shall endeavor to make 
provision for it if possible. accept my 
friendly salutations and best wishes. Th. 
Jefferson.” 

The application of the Morris Plan 
idea of the amortization loan is implicit 
in the phrase “paid by monthly por- 
tions,” and the bank after examining 
the letter, became interested. 


ECONOMICAL REPRODUCTION 


Our next problem was to decide how 
the letter should be reproduced eco- 
nomically so as best to convey the 
thought in the letter, the authenticity 
of the holograph, and the age of the 
piece to the some 25,000 people on the 
bank’s mailing list. It was our first 
thought to make the letter the subject 
of a four-page illustrated folder, with 
a halftone engraving such as used with 
this article. But the note of authen- 


ticity—the feel and color of the actual 
letter—was lacking. A mere picture 
was not sufficiently graphic. Further- 
more the paper would have to be, most 
unsuitably, plate finish enamel to take 


Some have said that advertising 
is a simple process requiring a 
knowledge of a few fundamentals 
and little effort. In refutation we 
submit the following interesting 
story which relates just one phase 
of advertising—that of production. 
Either a mailing piece is right or it 
isn’t. This particular mailing piece 
attained the desired effect—and 
therein hangs a tale—Epiror. 


the halftone, and when the piece was 
folded for a No. 10 envelope it would 
almost inevitably leave a crease across 
the illustration. 


MECHANICAL PERFECTION NOT WANTED 


For these and other reasons we chose 
a solution that, after it was thought of, 
seemed obvious. We decided to make 
a facsimile of the letter and envelope 
actual size, color up the paper, fold and 
insert the letter in the envelope, and 
mail this out in a larger envelope with 
an explanatory accompanying letter. 
(This accompanying letter was printed 
in very old type and the message writ- 
ten out in old-fashioned script and mul- 
tigraphed in brown.) 

Next came the question of processes. 
There are several fine processes avail- 
able, among the better of which are 
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aquatone and collotype. The latter es- 
pecially is used in meticulous color re- 
productions of works of art and would 
have given us as nearly perfect a fac- 
simile as is mechanically possible. But, 
aside from the considerable expense in- 
volved, we felt an instinctive dislike of 
this very mechanical perfection. The 
roughness, the battered and worn quality 
possessed by a letter that has survived 
133 years is not something that a ma- 
chine can always produce. But of 
course the machine had to produce it 
—25,000 times! And so we did some- 
thing which is heresy to a good printer 
—we decided to print a fine (120-line) 
screen halftone on rough laid paper by 
ordinary letterpress. 

At first we thought to make a half- 
tone direct from a photograph of the 
original letter. But the original was 
too good. It hadn’t enough imperfec- 
tions in color that the camera could 
get. It was necessary to make our own 
background and print the handwriting 
itself over this artificial base. This was 


a case where art had to improve on life. 
We stained some twenty sheets of or- 
dinary bond paper with very strong cold 
tea, letting them dry out flat as they 
would, in puddles, forming splotches, 
wrinkles, and other imperfections. 


THE ENGRAVER’S EXPERIMENTS 


The most likely-looking one was 
chosen for further treatment. (Its color 
was exactly what we needed on the re- 
production—a sort of brownish orange 
—but this was purely coincidence as we 
obviously couldn’t stain 25,000 letters 
and envelopes with cold tea.) The sheet 
chosen was folded, creased, crumpled, 
and finally carried about in the writer's 
pocket for several days to produce the 
spontaneous appearance of being well 
worn. Then it was placed before the 
engravers camera, without the glass 
frame which flattens out all ordinary 
copy and with an arc light burning from 
only one side to throw the folds into 
relief. 

The camera, being sensitive to the red 
tones in the stained sheet, produced 
them all, and we got a halftone that 
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looked like the sheet of paper without 
the handwriting. From the photograph 
of the original we got the engraver to 
make a line etching of the handwriting 
only. Thus, when the background was 
printed (going back to the original tea 
color) and the handwriting overprinted 
on this in very dark brown, we. got 
something like the desired effect. There 
were experiments in the engraver’s shop 
as well as in all other stages. Several 
different sets of cuts were made to de- 
termine the proper weight of the half- 
tone screen, and to find out whether 
the halftone plate should also contain 
the handwriting. But this made register 
dificult when it came to hitting the 
handwriting exactly with the etching 
when it went the second time through 
the press, and there seemed no advan- 
tage in it. 

For paper we chose an ordinary me- 
dium priced laid antique ivory book 
paper as having the necessary rough- 
ness and softness of many old papers. 
As it turned out, the halftone when 
printed did not show all the work we 
put into it, but the screen filled slightly 
(as we expected) in contact with the 
surface and gave us a chiaroscuro effect 
which was an improvement if anything. 

The envelope sheets, after being com- 
pletely printed, were sent to a mill and 
made into a standard small envelope 
which was almost exactly the original 
size. 


HOPELESSLY NEW-LOOKING STILL 


The letter sheets were trimmed, and 
stood in neat piles awaiting the an- 
tiquing process. They seemed to us 
hopelessly new-looking. More experi 
mentation followed. Sample piles were 
wetted down, stained with tea, coffee, 
and acid, hacked, filed, and otherwise 
generally mistreated. It was no good. 
A few sheets on the top and bottom 
would show roughened and _ stained 
edges but the bulk of them, held tightly 
together by their own weight, remained 
practically brand new. Finally we got 
out an old blow torch, clamped some 
of the sheets tightly together in a hand 
press so that the edges all around would 
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This is the letter that Thomas Jefferson wrote and that The Morris Plan Bank of Virginia 


reproduced as a direct mail piece. 


The printing was done by The Press of Whittet & 


Shepperson of Richmond, Va., with the aid of cold tea, a blow torch, file, wire brush, 
soft brush, and other unique devices that eventually made the reproduction appear like 
the original in every respect. 


be free, and burnt the edges and cor- 
ners. When the whole pile had come 
to resemble charred timbers after a 
holocaust we brushed off the dust, 
scrubbed the edges (still in the press) 
with file, wire brush, and soft brush, 
dropped the pile on the floor a few 
times, and released the sheets. The burn 
had penetrated where liquid would not, 
giving a slight stain into the sheet and 
of course eating away the straight edges. 
Our biggest surprise was to find that 
the heat from the torch had had the 
effect of darkening the ink on the half- 
tone area—but darkening it only in ir- 
regular spots, so that actually no two 
letters were exactly alike in tone or color 
weight. 

Then the folding—and we found that 


the machine folder could not hit exactly 
our carefully printed fold marks because 
the manhandling had ruined the guide 
edge necessary for accurate folding. 
However, though that seemed an im- 
passe we worked it out as well as we 
could. 


COPY MISTAKEN FOR ORIGINAL 


What we did on the first printing 
has been substantially followed on sub- 
sequent printings. There are many un- 
satisfactory things about the facsimile. 
The paper is too smooth, but the job 
couldn’t afford a ripple rag sheet (we 
are now experimenting with wetting the 
edges with water before releasing them 
from the press to get a ripple or curl 
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effect on the edges). The indented ef- 
fect on the envelope caused by the post 
office stamps is missing. The ink for 
the handwriting was a little muddy and 
this has been darkened and the etching 
made over more carefully to get the 
crisp quality of Jefferson’s hand. The 
envelope is too mechanically perfect, 
but automatic machinery is necessary in 
this stage. 

Of course these are subtleties only 
the professional would notice. As a 


Hello, Mr. and 


THE above is not the heading of any 
one ad, but might well be descriptive 
of the stack of advertisements just re- 
ceived from the Bank of America 
N. T. & S. A. The variety and scope 
of these messages is, to say the least, 
indicative of the advertising and public 
relations problems faced by a state-wide 
branch banking system—and, in turn, 
that is an indication of the whole pub- 
lic relations problem of banking. 

It is evident that this institution is 
merchandising the money it has to loan. 
And what bank hasn't money to loan? 
It is apparent that the Bank of America 
has invested a substantial number of 
dollars in advertising—dollars that wing 
their" way through the advertising 
agency and into various publications— 
dollars that bear the good tidings of 
helpful bank services so that the people 
who learn about the services through 
such advertising may become bank cus- 
tomers. This helps the customers better 
their own social happiness and widens 
the acceptance of banking facilities. 

Apparently this way of thinking has 
been quite successful for the bank con- 
tinues to advertise extensively. (as do 
many other banks, to be sure), and, 
through tested advertising methods to 
stimulate public wants to the point 
where would-be, wishful borrowers turn 
themselves into successful bank custom- 
ers. Of course there are many banks 
who don’t advertise any more than is 
required by law and whose idea, to all 
intents and purposes, is to shroud the 


matter of fact we have had most heart- 
ening reactions to the piece and the 
casual reader who picks up the piece 
often mistakes it for an original. This 
is truly a case where printing should 
be “invisible.” Our aim—to produce a 
facsimile that would let the reader get 
the thought and feel the genuine force 
of Jefferson's personality without being 
conscious of “printed matter,” the whole 
to be done economically—has at least 
partially been realized. 


Mrs. Customers 


shrieking fact that they have money to 
loan in a cloak of secrecy on the theory 
that if they play hard-to-get they'll save 
a lot of advertising money and be as far 
ahead in the long run. 


It would be a difficult thing to prove 
whether banks who spend as little as 
possible for advertising are doing bet- 
ter or worse, at the present time, than 
banks who are spending a considerable 
amount, as is the Bank of America. But 
one thing is fairly certain. Banks who 
are increasing the number of their cus- 
tomers through advertising, and increas: 
ing the number of banking facilities used 
by those customers, are making friends 
for themselves. Banks who do not seek 
new customers are not making friends 
for themselves. Either it is true that 
the more a person makes use of bank 
services the better he becomes acquainted 
with banking as an economic force that 
works for his own betterment and hap- 
piness, or it is true that the more he 
becomes acquainted with banking the 
less he thinks of it. If the former is 
true then in the long run bank adver- 
tising will pay a double profit not only 
to the bank but to the bank’s customers. 
If the latter is true, all we are doing 
is marking time waiting for Doomsday. 

We started all this with the simple 
motive of reporting some of the Bank 
of America advertising that lies before 
us. The power of bank advertising on 
the mind of mortal man is all too evi 
dent from the foregoing, _ Let’s take a 
close look: 


> et OOo 


pe 
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No heading on this one—it starts 
right off “10-15 or 20-year home build- 
ing loans” (only instead of a period at 
the end of that sentence there is the 
sketch of a home). “Repayable like 
rent” (another sketch). “Ask at any 
Bank of America branch” (another 
sketch). “A California-wide home-loan 
service” (another sketch, this time of 
man and wife and branch manager). 

Another ad: “WANTED: SOUND 
LOANS” says the heading, superim- 
posed over a reproduction of a section 
of some personal loan columns in a 
newspaper—each section says “Bank of 
America Welcomes the Small Borrower.” 
One paragraph starts, “WANTED— 
Home Loans.” The next paragraph is 
headed, “WANTED—Personal Loans.” 
The third, “WANTED—Automobile 
Loans.” 

And another ad, tried. out in district 
papers of free circulation with good re- 
sults says: “BORROW from the bank 
that gives your district complete bank- 
ing service.” Five paragraphs follow; 
four of them about real estate loans, 
automobile financing, personal loans, 
and equipment loans, respectively; the 
fifth about the Bank of America being 
a good neighbor. 

Still another ad: “Answer the call of 
spring!” sing two cheery birds; “Build 
or buy a new home with a long term 
loan . . .” says the subtitle. In addi- 
tion to the copy there is also a sketch 
of a heart-warming home, with the floor 
plan drawn beneath it. 

Ah yes, but does all this really help 
the community as well as the bank? 
Let’s look at the record. “17,415,750 
Man-Hours of Employment,” declares 
another advertisement, “Created by 
Bank of America Loans Made Through 
FHA.” A box beside the copy tabu- 
lates the number employed in the fol- 
lowing ‘trades: “tile setters, iron work- 
ers, electricians, carpenters, plasterers, 
bricklayers, plumbers, laborers, painters, 
roofers.” 

There are many rural districts in 
California. So advertisement marked as 
“MN 836” pictures the rear of a mail 
truck and invites. banking by mail. 


Other bank services are promoted. 
Bank of America Travelers Cheques, 
for example. Small ads, these, but “eye- 
stoppers.” Looking as though he, she 
or it were about to wink, the whale il- 
lustrating one ad asks, “Going Abroad?” 
The two ducks winging past the sun 
ask in another, “Going South?” The 
very wise owl sitting on a weather vane 
states “Wise travelers always carry 
Travelers Cheques.” And a kangaroo 
reports that B. of A. Travelers Cheques 
protect your money on “A Short Hop, 
or a Long Trip... 

Just as an example of the thorough- 
ness with which the bank rounds out 
its advertising it is worth noting that 
publications that in themselves are dis- 
tinctive have advertising designed par- 
ticularly for them. California’s counter- 
part of The New Yorker is (so we 
are given to understand by high au- 
thority) a publication called Script, 
published in Beverly Hills by Rob and 
Florence Wagner. So the Bank of 
America advertisement, with appro- 
priate illustration, rhymes therein: 


“If you are going to make a trip 

By car or bus, by train or ship, 

To London, Paris, rere — 

Or somewhere in the U. S. A 

Be wise and always on such treks 

Protect your funds in Travelers Cheques.” 


And all of this is just a small part 


of what one bank is doing. Imagine, 
if you will, what the complete program 
is like. Imagine, too, the sum total of 
all the advertising being done by banks 
in the country: And imagine what a 
small part that would be of all the ad’ 
vertising that could be done effectively 
by those banks who do advertise. And 
then imagine what a swell public rela- 
tions job it would be if all the banks 
who don’t advertise should join the 
movement. Then, perhaps, you can get 
some inkling of the monumental task 
that faces banks and their relations with 
the public. A task that challenges the 
best combination of banking and adver- 
tising brains that can be produced. It 
would be most unfortunate if that chal- 
lenge were not met. 
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THE PUBLIC TAKES NOTICE 


Tue CheckMaster Plan, brain child of 
Alexander Efron of the National Safety 
Bank and Trust Company, New York 
City, has captivated the fancy of the 
financial press and has created some- 
thing of a stir in the banking world. 
Over 21,000 new CheckMaster accounts 
opened in less than a year—something, 
indeed, to think about. Part of the 
answer appears in the Public Notices 
columns of New York City newspapers. 
To wit: 


$f DEPOSIT OPENS CHECKING AC. 
count in “CheckMaster” Plan at National 
Safety Bank and Trust Co., Broadway at 
38th Street; also 26th St. and 7th Av. No 
minimum balance ever required! Only 
charge: 5c for each check drawn and each 
item deposited. If more convenierit, you can 
oper account by mailing initial deposit (and 
subsequent deposits). Resources $12,000,- 
000. Member Federal Reserve System and 
Federal Deposit Insurance Corporation (all 
accounts insured up to $5000). Call or 
write for Booklet 5. 


RESPONSIBLE DEPOSITORS 


ADVERTISEMENT #163 (oh, shining ex- 
ample of consistency) of the Man-On- 
The-Street series from The Citizens & 
Southern National Bank, Atlanta, Ga., 
is titled “I’m Keeping My Bank Safe.” 
These words, spoken by the composite 
bank depositor sketched in the illustra- 
tion, are followed by the opening para- 
graph: “There is a general impression 
that the responsibility for safe banking 
depends solely on the men who run the 
bank. They play an important part, 
but you and I, as depositors, have a 
definite responsibility also.” 

Further along, eight guides for the 
depositor are listed so that he may know 
what he can do to keep banks safe and 
functioning. Telling depositors, through 
advertising, that they have their respon- 
sibilities regarding the safety of bank 
operations is, to us at any rate, a new 
wrinkle. Looks like a fine investment 
in stabilizing public sentiment of any 
bank’s community. Herewith the things 
that “we depositors must do” as listed 
in this advertisement: 
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(a) Keep as large a balance as we can. 

(b) Ask only for legitimate loans which 
can be made with safety. 

(c) Make mo unfair demands that will 
cause a suspension of bank -operations. 

(d) Help the bank to make a profit which 
will enable it to keep going. 

(e) Help to get new and profitable cus- 
tomers. 

(f) Ask bank officers for any informa- 
tion which will keep us properly informed 
about the affairs of the bank. 

(g) As borrowing customers, keep the 
bank men advised about your business. 

(h) Help educate people to proper un- 
derstanding of the principles of sound bank- 
ing. 


A MORE ABUNDANT LIFE 


Unper this heading appears some mighty 
pointed, thought-provoking copy, signed 
by the Williamsburgh Savings Bank, 
Brooklyn, N. Y. This advertisement 
continues the series that we have men- 
tioned before in this department. The 
copy, in full, reads: 


People want something to turn up—times 
to change. To wait for your “ship to come 
in,” or lay back and “let George do it’— 
that’s not the way. Not even the Govern- 
ment can give you a more abundant life. 

All any government ever has to give is 
what it collects in taxes from the people 
themselves. You are one of the people. And 
the man who pays is not the one who re: 
ceives again. 

But money you “tax” yourself, and lay 
aside week by week to your own account 
in this safe old savings bank is always your 
own, for your own good and that of your 
family. You make a more abundant life 
for yourself by systematic saving. 


EXPERIENCE OF JOHN REID 


Tuis, the running head of a new series 
recently begun by The National Shaw- 
mut Bank, Boston, Mass., introduces the 
experiences that one man had with the 
bank’s trust department. The first ad 
in the series explains how Mr. Reid, 65 
years old, with a wife, grown daughter 
and $250,000, came to the bank to ask 
about a trust fund so that he wouldn't 
be burdened with the care of his prop- 
erty. The trust officer suggested a con- 
ference the following day between Mr. 
Reid, his attorney, certain bank officers, 
and the attorney for the bank's trust 
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department. Subsequent advertisements 
will explain in detail just how and why 
the bank was able to help Mr. Reid. 
The bank feels that this is a good way 
to show people “the things that trust 
service includes and its value at a time 
like the present.” 


WIPE THE SLATE CLEAN 


THE slate, in this case, is a small black- 
board held in the hands of a gentleman 
who is about to wipe off these expenses: 
“Paint House—$155; Insurance—$50; 
Doctor—$75; Repair Car—$40; Total 
—$320.” This magical operation is ac- 
complished with “an easy-payment Per- 
sonal Loan at the First Wisconsin Na- 
tional Bank.” In addition to the black- 


board illustration is a background map 
of Milwaukee spotting the location of 
the bank’s branch offices, any one of 
which is equipped to render this service. 
Copy is explanatory. 

Also from the First Wisconsin Na- 
tional Bank is a small ad which bangs 


you in the eye with “STOP Before You 
GO.” At a glance, the idea is trans- 
mitted that a stop at the bank’s travel! 
bureau for complete travel service and 
convenient travel funds is a worthy pre- 
lude to any sort of journey. 


QUICK GLIMPSES 


CLEVELAND, OHIO, is an ever-astonish- 
ing city as viewed in the ads of The 
Cleveland Trust Company; three recent 
ads reveal that nearly all the famous 
long-range telescopes used in observa- 
tories throughout the world were made 
in this city—that it is one of the three 
largest paint producing cities in the 
world—and that four of the completely 
streamlined trains in use are powered 
by motors built in Cleveland. . . . IL 
lustration is that of a chap trying to row 
a boat with one oar and going, like the 
music, ‘round and ‘round; heading 
“Working Hard But Getting No- 
where”; theme is that “whatever the 
problem, balanced effort and straight 
stecring are needed to solve it”; and 


The National Bank of Topeka (Kansas) 


offers to “supply the needed oar.” . 
Little pen and ink sketches brighten the 
house organ pages—those in “Central 
Topics” issued by the Central Savings 
Bank, New York City, and in “The 
Chest” issued by the Bowery Savings 
Bank, same city, fairly gleam. . 

The part that sound and adequate 
banking has played in the development 
of industries is convincingly shown in 
the latest of the series on this subject 
by the Bank of the Manhattan Com- 
pany; when the bank was first opened 
whale oil lamps hung on every seventh 
house in New York City and now there 
are 150,000 street lamps alone, with the 
public utilities having a capital of al- 
most a billion dollars, and employing 
30,000 people. . . . In its monthly pub- 
lication, the Fort Madison Savings 
Bank, Fort Madison, Iowa, says that 
““Jumpy Nerves’ are often symptomatic 
of a complication of chronic pecuniary 
diseases, such as excess-spendingenza, 
pernicious billitis, hyperinstallmentaria, 
and pinched-for-cashidosis,” the pre- - 
scription for these “diseases” being an ac- 
count at the bank. ... “The Girard 
Letter,” published by the Girard Trust 
Company, Philadelphia, gives a brief 
history of the bank in its April issue in 
commemoration of the bank’s hundredth 
anniversary and is a remarkable illus- 
tration of banking growth during this 
past century. 


PUBLIC RELATIONS 


A SUPPOSEDLY humorous radio skit, 
broadcast by Rudy Vallee, during the 
Fleischmann Yeast Hour in behalf of 
Standard Brands, on the evening of 
April 2, maligned banking. It might 
have been funny to many people who 
take joy in making the banker the scape- 
goat, but not so to Preston E. Reed, 
executive secretary of the Financial Ad- 
vertisers’ Association. Mr. Reed imme- 
diately wired the National Broadcasting 
Company in protest because such comic 
skits “make more difficult the task of 
building sound public relations which 
banks are diligently engaged in.” A 
courteous answer was received from Mr. 
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More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized “small loan department” has been 
clearly demonstrated by banks that have 
succeeded in this field. 


A working manual for bankers who would 
repeat these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 
G. F. FOLEY 


The authors of this book have had years 
of practical experience in developing a small 
loan department in the Denver National 
Bank, They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval, 


BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 


Please send me on approval a copy of 
“Increasing Personal Loan Business” by 
Doan and Foley. At the end of 5 days I 
will either remit $2.50 or return the book. 


Lohr, president of NBC who said that 
he was forwarding Mr. Reed's protest 
to the agency handling the Fleischmanr 
Yeast account. 


Tue Industrial Relations Section of 
Princeton University has issued a memo- 
randum offering helpful suggestions on 
an increasingly important phase of 
banking personnel. Says the Mid-West- 
ern Banker in reviewing this’ work, 
“Princeton is to be congratulated for 
having collected in fifty-six pages so 
many sane ideas about the importance 
of personnel work in banks. Although 
most of the material is for the larger 
bank, any officer in a smaller bank who 
is responsible for the personnel program 
will secure splendid suggestions.” 


In the April 23 issue of Printers’ Ink 
there is a department well known as 
“The Little Schoolmaster’s Classroom.” 
One of the “class members” relates 
therein a story well worth any banker's 
time. It seems that the manufacturer of 
a worthy product was lamenting the 
fact that he lacked the funds to do some 
advertising and thus rightfully expand 
his business. Upon his factory really 
depended the business of the entire 
community—the bank, the railway, the 
hotel, the barbershop, the theater, and 
even the church depended upon the 
business. These facts’ were laid before 
the chamber of commerce. When this 
happened, as the story is related. in 
Printers’ Ink, the chamber of commerce, 
comprised of the business men of the 
community. “readily agreed that it was 
very much in the interest of. all con- 
cerned that the factory should progress, 
hence the. notes of this manufacturer 
should be indorsed and the banks pro- 
tected in lending the necessary funds 
for the financing of the advertising cam- 
paign that would bring the desired in- 
crease in business to the factory and 
all those depending upon. it.” 


-O- 


One of the greatest curses of Ameri- 
can life has been speculation —Frank- 
lin D. Roosevelt. 
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LETTERS TO THE EDITOR 


JUSTIFYING SMALL ACCOUNTS 


Editor, THE BANKERS MAGAZINE: 

On page 378 of your April issue ap- 
pears a statement in regard to the clos- 
ing out of small deposit accounts, from 
which I quote: 

“We closed out 811 accounts with an 
average balance of $25. If there is a 
man that can show me a profit on bal- 
ances with an average of $25, I will 
vote him a wizard of finance.” 

Disclaiming any ambition to capture 
this rather doubtful title, and without 
questioning the propriety of service 
charges in themselves, it seems to me that 
the above statement is incomplete, to 
say the least. It fails to show the poten- 
tial increase in the bank’s loans which 
the aggregate of these deposits would 
afford, and it is on this aggregate that 
much of the profit of small accounts de- 
pends. Also, their additional cost. 

It is suspected that a large part of the 
unpopularity of the small account is to 
be found in the slack demand for loans. 

Ex-BANKER. 
Philadelphia, April 28, 1936. 


STORAGE OF GOLD 


Editor, THE BANKERS MAGAZINE: 

Does it not seem a mistake for the 
Government to gather all the gold 
bullion and coin of the nation and 
store it in one place as is being done 
at Fort Knox, Ky.? 

Nobody expects an earthquake nor 
an invasion, nor a civil strife, but it 
appears there is more safety and gen- 
eral advantage in having the gold 
reserves in various parts of our country, 
such as in the vaults of the several 
mints, the U. S. Treasury and sub- 
treasuries, and in the many clearing 
houses. Then if anything happens in 
one place the rest would be accessible. 

We have but to read John Fiske’s 
“The Critical Period of American His- 
tory” which shows that, in Shays’ Re- 
bellion, it was stated that it was incom: 
patible with the dignity of Massachu- 
setts to allow U. S. troops to set foot 


upon her soil, even though the arsenal 
was located at Springfield, and again 
the history of the opening of the Civil 
War, after military supplies and U. S. 
funds had accumulated in the South, 
to see how contrary to the spirit and 
facts of true Democratic government 
such movements can become. 
ELLwoop HEACOCK. 

Philadelphia, May 14, 1936. 


‘(CONTROL (OF PRICE LEVEL 


Editor, THE BANKERS MAGAZINE: 

I was, of course, much interested to 
read in the May issue of THE BANKERS 
MacaZINE the editorial concerning the 
radio address on “Control of the Price 
Level” which I delivered for the Econ- 
omists’ National Committee on Mone- 
tary Policy. 

I am naturally somewhat disturbed 
to have the writer of the editorial im- 
pute to me ideas and statements which 
I most certainly did not suggest. 

Thus, lie implies that I hold that the 
marked rise in prices during the Civil 
and World Wars was due to an in- 
appropriate gold content of the dollar. 
Furthermore, he clearly implies in the 
last sentence on page 385 that I advo- 
cated the change in the gold content 
of the dollar as a means of preventing 
a violent rise in prices during a war. 

Both of these statements do me an 
injustice. In my address, I stated: 


The drastic increase in the price level dur- 
ing the Civil War was primarily due to the 
printing of hundreds of millions of dollars 
of greenbacks to meet government deficits. 
In the case of the World War the Govern- 
ment supplemented its receipts from taxes 
and the sale of bonds by borrowing from 
the commercial and Federal Reserve banks. 
This process created huge amounts of ad- 
ditional bank credit money, and _ prices 
rocketed upward even though we remained 
on the gold standard. 

If, unhappily, we are involved in an- 
other major war, we can and should pre- 
vent any material increase in the price level 
by adopting a far more drastic program of 
direct taxes instead of resorting to unjust 
and disastrous indirect taxation arising out 
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© Blank-Stoller 

“In spite of all the regulations which 
may be applied to banking and to 
business, we shall doubtless again ex- 
perience periods of decreasing busi- 
ness activity, unemployment and de- 
clining security values. The wise 
banker, therefore, will always con- 
duct his operations with this con- 
tingency in mind,” warned S. Sloan 
Colt, president of the Bankers Trust 
Co., New York City, speaking before 
the joint convention of the Kansas 
and Missouri Bankers Associations. 


of the use of paper money or bank credit 
inflation. 


As far as control of the short run or 
business cycle type of fluctuation in the 
price level is concerned, I suggested that: 


Well managed, centralized control can 
definitely prevent general speculative booms 
from developing and thus greatly lessen the 
violence and duration of the recessions in 
both prices and business activity which are 
inevitable from time to time. On the other 
hand, pumping bank credit money into 
circulation at times of business depression 
as a means of stimulating the return to 
normal prices and business activity is a 
matter calling for great caution and man- 
agerial skill. If overdone at the behest of 
the Government as it has been in this 
depression, it tends to retard rather than 
help toward recovery and is likely to lead 
to inflation. The institution of bank credit 
money is sound and in the public interest, 


but we need to perfect our methods of 
controlling its volume. 

It will certainly not be possible to secure 
anything like perfect stability through mone- 
tary control alone, no matter how expert it 
may be, but both careful analysis and ex- 
perience unmistakably indicate that we can 
materially lessen the violence of short run 
fluctuations in both the price level and busi- 
ness activity by expert centralized control 
of the volume of bank credit money in 
circulation. It is not an easy task, as this 
brief analysis might seem to indicate, but 
one calling for adequate power, experience, 
courage, and the highest order of ability 
on the part of the Board of Governors of 
the Federal Reserve System. 


I stand by these views that a sharp 
and marked rise in the price level dur- 
ing a period of business activity may 
be definitely prevented by preventing 
an expansion of bank credit. This, the 
Board of Governors of the Federal Re- 
serve System now has power to do 
through the combined use of open 
market operations and the right to 
raise the legal reserve ratios of the 
member banks to a point not in excess 
of double the present legal ratios. I 
do not agree with the editorial that 
nothing can stop a credit inflation boom 
unless we are able to control “the hope- 
ful disposition of men.” No matter 
how hopeful they are, if the banks 
cannot grant them credit because of 
their reserve position, then the money 
will not be forthcoming with which to 
finance a further rise in prices. And 
I cannot agree with the statement that 
“the curtailment of credit would reduce 
production.” The curtailment of credit 
expansion may, of course, prevent cur- 
tailment of production in specific in- 
stances, but it would not curtail the 
total production of goods and services. 

In answer to the suggestion of the 
editorial that the banks might be paid 
a fee not to grant credit, I would like 
to state that I am just as_ strongly 
opposed to such a proposal as I have 
been to the policy of the Government 
paying farmers not to produce agricul- 
tural products. 

Hupson B. HAstINGs. 
Yale University, New Haven, Conn., 
May 14, 1936. 





IN THE MONTH’S NEWS 


BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


Advancements 


q Clinton H. Blake, vice-president of 
the Citizens National Bank and Trust 
Company cf Englewood, N. J., has 
been elected chairman of the board of 
directors. Mr. Blake is a partner in 
the law firm of Blake and Vorhees, 
specializing in corporation and trust 
work, and a director in Pond’s Extract 
and Chadwick-Delamater Corporations. 


qE. S. Rudolph, vice-president, was 
elected president of the same bank to 
succeed the late D. G. Thompson. Mr. 
Rudloff began his banking career in 
his home town of Tamaqua, Pa., where 
at the age of 24 he was made cashier 
of the First National Bank. From there 
he went to Pottsville, Pa., joining the 
Englewood bank six years ago. 


@The Mercantile Trust and Savings 
Bank of Chicago has elected William 
W. Farrell president of the bank to fill 
the vacancy caused by the death of 
Harry N. Grut. Mr. Farrell became 
a director and vice-president of the 
bank in 1921, after filling various posi- 
tions with other Chicago banks before 
he joined as a paying teller the bank 
which he now heads. 


G Central Hanover Bank and Trust 
Company of New York has announced 
the appointment of Russell F. Thomes 
as secretary to succeed M. Ferguson, 


whose resignation became _ effective 
May 1. 


@ John C. Orr, 2nd, has been made 
vice-president of The New York Trust 
Company. Mr. Orr was formerly as- 
sistant trust officer. 


{Joseph L. McGrath, formerly as- 
sistant cashier, has been elected a vice- 
president of the Marshall & Ilsley Bank 
in Milwaukee. Mr. McGrath entered 
the bond department of the bank in 
1924 and was connected with securities 
companies before that time. 


Friends of T. E. (Eddie) Graham, 
assistant cashier of the First National 
Bank of Fort Worth, Texas, are urg- 
ing his election to the National Ex- 
ecutive Council of the American In- 
stitute of Banking, at the annual con- 
vention of the Institute, which is to 
be held at Seattle in June. His elec- 
tion would climax thirteen years of 
consistent work in the Institute that 
include every capacity, from a mem- 
ber of a minor committee to the posi- 
tion of president of Fort Worth 
Chapter, 1933-34. He is now asso- 
ciate councilman and is a member of 
the Departmental Conference Com- 
mittee for the Seattle Convention. 





A.B. A. Convention 


@San Francisco bankers are engaged 
in working out plans for the 62nd 
annual convention of the American 
Bankers Association to be held in San 
Francisco on September 21 to 24. 
Formation of the general convention 
committee, to be headed by Charles K. 
McIntosh, president of the Bank of 
California, as chairman, has been an- 
nounced. The committee is composed 


589 





Ss 


590 


of the following bank leaders of San 
Francisco. 

R. D. Brigham, vice-president of the 
Anglo California National Bank, vice- 
chairman of the committee; F. H. 
Colburn, manager of the San Francisco 
Clearing House, secretary and treasurer 
of the committee; E. Avenali, vice- 
president of the Crocker First National 
Bank; Fred T. Elsey, president of the 
American Trust Company; Mortimer 
Fleischhacker, chairman of the board, 
Anglo California National Bank; R. R. 
Gaither, president of the Pacific Na- 
tional Bank; L. M. Giannini, president 
of the Bank of America N.T. &S.A.; 
Parker S. Maddux, president of The 
San Francisco Bank; Charles K. Mc- 
Intosh, president of the Bank of Cali- 
fornia N. A.; R. B. Motherwell, presi- 
dent of the Wells Fargo Bank & Union 
Trust Company; R. M. Tobin, presi- 
dent of the Hibernia Savings & Loan 
Society; A. C. Steven, president of the 
Canadian Bank of Commerce (Calif.); 
F. C. Woods, president of the Bank of 
Montreal (California). 


Aids to Banking 


q A simplified burglar alarm that 
“hears” the burglar before he makes 
a sound, and goes off even before he 
can get to his safe-cracking tools, forms 
the subject matter of a patent recently 
granted to a New Jersey inventor. 

So sensitive is this alarm that should 
the burglar change the position of the 
tiniest object within the vault or vault 
room, a warning gong rings and the 
police dash to the scene. A conven- 
tional loud-speaker operated by a spe- 
cial electric circuit serves as the “ear” 
of this ingenious alarm. 

The inventor claims that his protec- 
tive alarm is much simpler than the 
present day -system used in banks. 
Patent rights have been assigned to the 
Bell Telephone Laboratories, Inc. 


@ CheckMaster Plan, Inc., the recently 
formed national organization for the 
marketing of the CheckMaster Plan to 
make the small account profitable to 
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banks, has elected Professor Irving 
Fisher of Yale chairman of the board. 
Installations have already been made in 
a New Jersey and a Maryland bank, 
and negotiations are in progress with 
more than a score of other Eastern 
banks. The plan will be extended 
throughout the country gradually, as 
facilities of service, supplies, equip- 
ment and merchandising expand. 


@ The Executive Council of the ABA 
approved the action of the Protective 
Committee favoring that bankers and 
business men take the lead in finger- 
printing of officers and employes as a 
measure of protection and investigation 
in respect to crime. 


Anniversaries 


@ The Central Savings Bank, New 
York City, celebrated its 77th anni- 
versary on May 20. The bank as 
organized was to be run for the mutual 
benefit of depositors and to have no 
stockholders, and each trustee deposited 
$200 which was to be used for the 
purchase of a safe, office furniture and 
other equipment necessary: Space was 
rented in Cooper Union Institute. 

From this humble beginning, Central 
Savings Bank has grown to be the 
sixth largest mutual savings bank in 
the United States. It has two offices, 
with 217,000 depositors and over 189 
million dollars on deposit. In the past 
77 years, the bank has earned and dis- 
tributed solely to depositors, in the 
form of dividends, more than 168 mil- 
lion dollars. 


@ The fiftieth anniversary of the First 
National Bank of Tampa, Florida, was 
celebrated on May 6. It received its 
national charter as successor to the 
Bank of Tampa, organized three years 
previously as the first bank in south 
Florida. Controlling interest of the 
Ambler and Taliaferro families has 
been maintained throughout the half- 
century of its existence. 


@In celebration of its eightieth anni- 
versary this year, the Boston Clearing 
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Robert V. Fleming, 
the popular president 
of the A.B.A., has 
been kept busy during 
the past weeks address- 
ing the various state 
bankers conventions. 
Mr. Fleming spoke Le- 
fore the Pennsylvania 
bankers on “American 
Banking Faces the Fu- 


ture.” 





House Association has published a 
well illustrated thirty-two page booklet 
containing the records of the Clearing 
House since its establishment. 

The Clearing House Association 
opened for business on March 29, 
1856, with 29 banks represented. There 
have been eight presidents during the 
past years, Thomas P. Beal now hold- 
ing the office. 

The fu!l list of Clearing House Com- 
mittees and Officers, consisting of 617 
names, is given, and 79 photographs 
of individuals have been reproduced. 
A very complete record of the member 
and non-member banks, past and pres- 
ent, is included. 


Association Presidents 


q At the various state bankers. associa- 
tions which met during the month of 
May, the following new presidents 
were elected: 


Arkansas: G. §S. Neal, 
Bank of Russellville. 

New Mexico: Harold H. Aull, 
cashier First National Bank at Santa 
Rosa. ; 

California: ‘Howard Whipple, vice- 
president Bank of America, San Fran- 
cisco. 

Oklahoma: M. L. Stockton, president 
First National Bank at McAlester. 

New Hampshire: H. I. Chandler, 
cashier Keene National Bank at Keene. 

Missouri: Lee Major, vice-president 
Boatmen’s National Bank at St. Louis. 

Kansas: Ellis M. Carr, president 
First National Bank at Wellington. 

South Carolina: Robert Gage, vice- 
president and cashier Commercial Bank 
at Chester. 

New Jersey: Garret A. Denise, 
president Central National Bank of 
Freehold. 

Texas: Tom H. Nees, president Se- 


president 
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curity State Bank & Trust Co. at 
Beaumont. 

South Dakota: W. B. Penfold, presi- 
dent Butte County Bank at Belle 
Fourche. 

Mississippi: George C. Wallace, 
vice-president Capitol National Bank 
in Jackson. 

Tennessee: C. M. Preston, president 
and trust officer Hamilton National 
Bank at Knoxville. 

Indiana: C. B. Enlow, président 
National City Bank at Evansville. 

Maryland: Howard H. Ruark, cash- 
ier Salisbury National Bank in Salis- 
bury. 

Pennsylvania: 
vice-president 


Philadelphia. 


Carl W. Fenninger, 
Provident Trust Co., 


G.Qther annual meetings and conven- 
tions of the past month elected the 
following presidents: 

Association of Reserve City Bank- 
ers; Richard R. Hunter, vice-president 
Chase National Bank of ae York. 

f. 


Bankers Association fom Foreign 
Trade: Dr. W. F. Gephart, vice-presi- 
dent First National Bank in St. Louis. 

New York Chapter A.I. B.: Leroy 
S. Clark, assistant treasurer Marine 
Midland Trust Co. 

Chicago Chapter A.I. B.: 
Kratzer. 


Earl C. 


Branch Banking 


@ Branch banking is slowly increasing 
in the United States, according to 
figures made available in the Federal 
Réserve Bulletin. During 1935, the 
number of branches maintained by all 
classes of banks increased by 131 and 
the number of banks having branches 
gained 86. 

California and New York are the 
states which have the most branches. 
However, these two states, which have 
about half the branches in the country, 
showed a reduction in branches during 
1935. Iowa and Washington were 
conspicuous in the matter of spreading 
their branches. Jowa showing an in- 
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crease of 30 and Washington a gain 
of 13. 


G Although himself a staunch unit 
banker, F. L. Lipman, chairman of the 
Wells Fargo Bank & Union Trust Co., 
San Francisco, sees nothing alarming 
in the indicated growth of branch bank- 
ing as revealed by the Reserve Bulle- 
tin. He said that these figures would 
have to be subjected to careful analysis 
before any worth while comment could 
tbe made upon them. They should be 


> PWivided, he pointed out, between banks 
Yoperating branches 


within a single 
homogeneous area and those operating 
branches over a wide non-homogeneous 
territory. He did not consider the for- 
mer branch banking in the generally 
accepted meaning of the word. 


q The small community has been devel- 
oped by the individual bank. The 
frontiers of America have been pushed 
forward by the help and counsel of the 
individual banker. The shocks of wars 
and depressions in a-century-and-a-half 
have been withstood with the assistance 
of the individual banker. 

It may be that we have reached a 
tide in the affairs of America when new 
methods are needed. It may be that the 
expansion of our economic life, and its 
concentration of control, now leave little 
room for the small bank. It may be that 
we have come to a point where the in- 
dividual should be submerged for “the 
greatest good of the greatest number.” 
It may even be that the final and com- 
plete centralization of the banking sys- 
tem has become an economic necessity 
in our complicated social life. 

But the banker ought to be satisfied 
that these things are so before he should 
give up his fight for the system we have 
known. We came to greatness under 
that kind of banking; we should not 
give it up without unmistakable proof 
of the absolute necessity of such a 
change. 

But if there be need for a change 
in the fundamental structure of the 
American banking system, it would be 
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worse than folly for the banker to 
oppose it merely because it is change.-— 
William A. Irwin, professor of eco- 
nomics, Washburn College, Topeka, 
Kansas. 


Court Decision 


GA recent court decision of consider- 
able interest to bankers is one of the 
Appellate Court of California, award- 
ing a bank employe, who was also a 
notary public, fees which had been 
earned by him but which had been 
impounded under a bank rule. The 
court rendered its decision, that the 
fees belonged to the employe and not 
to the bank itself, on the ground that 
a bank must have a special agreement 
with an employe who is also a notary 
public if the bank wishes to retain his 
fees. No such special agreement hav- 
ing been proved in the case cited, the 
decision went against the bank. 


Customer Relations 


q The staff of the Riggs National Bank 
of Washington, D. C., will continue to 
carry on its own customer relations 
council. A program which was in- 
augurated in the bank six months back 
by a specialist in this line qualifies the 
officers and employes to direct their 
own program through such a council. 
Through their leadership the entire 
organization will be kept abreast of 
current customer relations problems and 
trained as to the most effective means 
of interpreting bank services.and_poli- 
cies to the public it serves. 


Employe Insurance 


@The Second National Bank and 
Trust Company, of Saginaw, Mich., 
has announced a revision of its group 
insurance plan through which the bank 
employes receive approximately $60,000 
additional life insurance, bringing the 
total in force to about $250,000. The 
plan is being underwritten by the 
Metropolitan Life Insurance Company 
on a co-operative basis, whereby the 


Harvey D. Gibson, president of the 

Manufacturers Trust Company, New 

York, who has announced the sale 

of $25,000,000 worth of preferred 

stock. Mr. Gibson has recently been 

elected a director of Paramount 
Pictures, Inc. 





employer and employes share the cost. 
Under the revised plan, individual bene- 
fits range from $1000 to $5000. 


Government in Banking 


q Tom K. Smith, first vice-president of 
the American Bankers Association and 
chairman of the committee on banking 
studies, has announced that his com- 
mittee is making a survey of govern- 


ment lending agencies which are 
deemed to be in competition with bank- 
ing, and another of the postal savings 
system, to ascertain to what extent it 
is in competition with banks. This work 
is being carried out in co-operation 
with state banking associations, Mr. 
Smith said, and will be the basis for 
formulating recommendations as to the 
continuance or discontinuance of  cer- 
tain government lending agencies. 


@ There are approximately 2,600,000 
depositors in the Government's postal 
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savings “banks” and the number is 
increasing despite the Federal Deposit 
Insurance operation. The Post Office 
depositors are no longer the citizens 
predominantly of foreign extraction 
whom the postal savings was designed 
to serve, but “average” citizens. The 
average deposit in the postal savings 
bank is $463. The largest proportion 
of these deposits draw interest, a very 
negligible sum is withdrawn within the 
90-day limit, although the en‘ire deposit 
is withdrawable on demand. The 2 per 
cent. interest is a factor in attracting 
depositors and the post office depart- 
ment is opposed to any reduction. 

The foregoing facts were brought out 
in the Congressional hearing on the 
Post Office appropriation bill, by off- 
cials who appeared to testify before 
the sub-committee. 


Honors to Bankers 


q Giles F. Foley, assistant cashier of 
The Denver National Bank, Denver, 
Co!lorado, was recently elected president 
of the Denver Retail Credit Men’s As- 
sociation. Mr. Foley a nationally rec- 
ognized authority on personal loans, 
and co-author of the recently pub- 
lished book “Increasing Personal Loan 
Business,” has been with the Denver 
National for twenty-three years and 
is head of the savings and personal 
loan departments. 


Q “For services of vital significance, 
during the banking crisis and :mmedi- 
ately thereafter which he rendered un- 
obtrusively but nevertheless effectively 
for all the citizens of Cleveland, and 
for other public services.” So reads 
the citation given Harris Creech, presi- 
dent of the Cleveland Trust Company, 
when he was awarded a medal at a 
luncheon of the Cleve'and Chamber of 
Commerce. In accepting the medal, 
Mr. Creech said that the award should 
be shared with his staff and associates. 


@ Robert B. Locke, former president 
of the American Institute of Banking 
and active in Michigan financial circles 
for twenty years, is secretary-treasurer 
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of the new Life Insurance company 
of Detroit, formed to take over the 
business of the old .Detroit: Life Insur- 
ance Co. Mr. Locke began his financial 
career with the Old Colony Trust Com- 
pany in Boston. 


Mergers and Branches 


q The Lincoln-Alliance Bank & Trust 
Co. of Rochester, New York, expects 
to absorb the First National Bank & 
Trust Co. of that city by June 30, if 
approved by stockholders. Lincoln- 
Alliance will offer one share of their 
stock plus no less than $10 cash for 
each share of First National. 


@ Lawyers Trust Company of New 
York City have opened new banking 
quarters for their Brooklyn branch at 
185 Montague street. 


Loans 


q The first national mortgage company 
in the country to be authorized under 
Title III of the National Housing Act 
was chartered on May 6, and is lo- 
cated in Cleveland. Under the Hous- 
ing Act, its purpose is to provide an 
assured outlet for mortgages insured 
under the FHA and which are held 
by approved lending institutions. Against 
the mortgages purchased the association 
is empowered to issue debentures based 
upon them as security up to $24,000,- 
000. 


q Entry into the mortgage loan field 
by the First National Bank of St. Paul 
was announced by Richard C. Lilly, 


president. Loans will be made inde- 
pendently without utilizing the financ- 
ing. provisions of Title II of the Na- 
tional Housing Act. 

Explaining the bank’s extension of 
activity, Mr. Lilly said: “At the low 
rate of 44 per cent., we know we can 
make highly selective loans, both as to 
the merits of the properties and quali- 
fications of the mortgagee. We have 
adopted a permanent policy of invest- 
ing a certain portion of our loanable 
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funds in improved city real estate mort- 
gages.” 

In addition to establishing the low 
interest rate, the bank will waive com- 
mission fees which for many years have 
been a substantial item in the cost of 
mortgage financing. 

John C. Engen, assistant cashier, will 
be in charge of the applications for real 
estate loans. 


@ The National City Bank, and the 
Federation Bank & Trust Company, 
both of New York City, have reduced 
their interest rate on new personal loans 
from 6 to 4 per cent. Steady increase 
in volume of loans has decreased the 
cost of operation of the departments. 


Service Charges 


@ Large Cincinnati banks on May 1 
instituted charges on checking accounts. 
The minimum charge on accounts with 
average monthly balances of less than 
$100 is $1. Allowance is made for 15 


checks and items deposited monthly. 


Charges on accounts above $100 are 
based on a “cost of activity” schedule. 
In defining “cost of activity” the no- 
tices give the following schedule: First 


100 items, 3 cents each; next 400 
items, 2 cents each; over 500 items, 
1 cent each; minimum charge, 10 cents. 


@ The larger New York City banks 
have placed in effect, as of April 20, a 
charge of $1 for each domestic draft 
with securities attached which they 
handle for collection. Bank customers 
were notified that the new charge 
would. be in addition to all out-of-pocket 
expenses, such as insurance, postage, 
etc., incurred by the bank in handling 
the transaction. -It was explained to 
customers that, after an analysis of the 
costs in handling the collection of do- 
mestic drafts with securities attached, 
the banks had discovered that they were 
conducting this business at a loss. The 
charge will fall most especially. on 
brokers, for whom the banks handle a 
considerable amount of such collections. 


© Bilank-Stoller 


Winthrop W. Aldrich, chairman of 
the board of directors of the Chase 
National Bank of New York, who has 
been nominated for president of the 
Chamber of Commerce of the State 
of New York. Mr. Aldrich has just 
turned the half-century mark, and is 
one of the youngest of the long line 
of distinguished Americans to be 
chosen for this position since the 
chamber was founded 168 years ago. 
When elected, Mr. Aldrich will be the 
45th president of the chamber, which 
was founded in 1768 and received its 
original charter from King George 
third in 1770. It is the oldest or- 
ganization of its kind in the world. 





@ The four local banks of Bucyrus, 
Ohio, on April 1, put into effect a 
charge on every check issued against 
any of the banks and on all checks 
cashed on banks of other cities. A 
three-cent charge is made for each 
check written locally and two cents 
on checks cashed from other banks. A 
50-cent carrying charge on accounts 
under $50 has been reduced to 35 cents. 


@ The service charge was explained to 
groups of customers of the Poudre 
Valley National Bank, Fort Collins, 
Colorado, personally, when installed. 
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This is believed to have set a precedent 
in public education. Groups of from 
eleven to one hundred seventy were 
asked to come to the bank in the eve- 
ning and a talk of an hour and a 
quarter, with the aid of charts, was 
given. 


@ The float service charge, with the 
measured charge omitted, is a clear dis- 
crimination against the small depositor 
and in favor of the customer who, by 
means of a large balance and excessive 
activity, “takes the bank for a ride” 
every month. This is a conclusion 
drawn in an article on the subject of 
measured serviced charges which ap- 
peared in the Southern Banker. 

With a force of four men it is be- 
lieved the measured service charge plan 
can be operated without addition to 
the payroll. For banks having a force 
of less than four men, the spot analysis 
system is recommended and, it is be- 
lieved, can be operated without addi- 
tional payroll expense. By such an 
analysis the responsible officer is en- 
abled to spot accounts that show exces- 
sive activity. It then becomes a simple 
calculation, after allowing one free 
check for each $10 of the average 
monthly balance, to assess a per item 
charge of three cents for each check 
over and above the number carried by 
the average balance. These steps are 
thought to possess real value in the im- 
mediate improvement of bank income. 


Deaths 


@ Francis E. Berton, president of the 
First National Bank of Elkhart, In- 
diana, died on May 15. 


Convention Dates 


STATE 


June 1-3—Iowa Bankers Association, Fort 
Des Moines Hotel, Des Moines. 

June (date unsettled) — Vermont Bankers 
Association, Country Club, Morrisville. 

June (date unsettled)—Rhode Island Bankers 


Association, Providence. 
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June 7-12—North Carolina Bankers Associa- 
tion, on S. S. Reliance, from Norfolk, Va., 
two days in Bermuda. 

June 11-13—Massachusetts Bankers Associa- 
tion, New Ocean House, Swampscott. 

June 12-13—North Dakota Bankers Associa- 
tion, Bismarck. 

June 12-13—Oregon Bankers Association, 
Multnomah Hotel, Portland. 

June 18-20—Washington-Idaho Bankers As- 
sociation, Davenport Hotel, Spokane. 
June 18-20 — Virginia Bankers Association, 

at Cavalier Hotel, Virginia Beach. 

June 19-20—Colorado Bankers Association, 
Glenwood Springs. 

June 20-22—New York State Bankers As- 
sociation, Lake George. 

June 22-23— Utah State Bankers Associa- 
tion, at Bryce Canyon. 

June 22-24—Wisconsin Bankers Association, 
Milwaukee. 

June 23—Connecticut Bankers Association, 
Waterbury, Conn. 

June 26-27—Maine Bankers 
Poland Spring House, Poland. 

June 26-27 — West Virginia Bankers Asso- 
ciation, Homestead, Hot Springs, Va. 

June 26-27—Wyoming Bankers Association, 
Casper. 

June 26-29—Michigan Bankers Association, 
Mackinac Island. 

July 1-3—Méinnesota Bankers Association, 
Duluth. 

July 24-25—Montana Bankers Association, 
Old Faithful Inn, Yellowstone National 
Park. 

Sept. 3-4—Maine Savings Banks Association, 
Breakwater Court, Kennebunkport. 

Sept. 10-12—Savings Banks Association of 
Massachusetts, New Ocean House, Swamp- 
scott. 

Sept. 24-25—New York Savings Banks As- 
sociation, Waldorf-Astoria, New York. 

Fall—Nebraska Bankers Association. 

Fall—Florida Bankers Association, Tampa. 


Association, 


GENERAL 


June 8-12—National Association of Credit 
Men, John Marshall Hotel, Richmond, Va. 

June 8-12—American Institute of Banking, 
at Olympic Hotel, Seattle. 

Sept. 14-17—Financial Advertisers Associa’ 
tion, Nashville, Tenn. 

Sept. 21-23—Morris Plan Bankers Associa’ 
tion, The Homestead, Hot Springs, Va. 
Sept. 21-24—American Bankers Association, 

St. Francis Hotel, San Francisco. 
Oct. 7-9—Mortgage Bankers Association of 
America, Hotel Peabody, Memphis, Tenn. 
Dec. 2-6—Investment Bankers Association of 
America, Bon Air Hotel, Augusta, Ga. 





Standardization of Trust Records 


Indiana Banking Commission Recommends Books 
and Records for Trust Department Bookkeeping as 
Part of Educational Program 


N an effort to assist bank executives 
if in the standardizing of trust busi- 

ness, each banking institution in 
Indiana has been given a summary of 
those methods of keeping books and 
records in trust departments which are 
approved by the Indiana Department of 
Financial Institutions. The members of 
a commission, under Richard A. Mc: 
Kinley, director, have planned for some 
time to lead the way in an educational 
program for bank executives, directors, 
and shareholders in those banks and 
trust companies which are under direct 
supervision of the department. 

Two former steps in their plans have 
been announced, i.e., one which aims 
to explain to directors the new duties 
and responsibilities which they assume 
under the varied supervisional processes 
now current, and a second giving a 
standardized method of holding annual 
shareholders’ meetings. 

Explaining the attempt of the depart: 
ment to thus assist those charged with 
responsibilities in the trust departments, 
Director McKinley has written as fol- 
lows: “The bulletin, “Trust Department 
Books and Records,’ prescribes the books 
and records which are believed to be es- 
sential to satisfy the requirements of 
trust department bookkeeping where the 
volume of business justifies the installa- 
tion of such a system. However, a trust 
ledger, docket sheet, cash sheet, asset 
sheet and liability ledger should be used 
by all banks acting in any fiduciary ca- 
pacity. For further information, our 
examiners should be consulted at the 
time of the next examination of your in- 
stitution.” 


SUMMARY OF RECOMMENDATIONS 


The summary of the standardization 
recommendations follows: 


The following books and records are 


believed essential to satisfy the require- 
ments for trust department bookkeep- 
ing: 

(1) Docket Record: This record will 
show the name and nature of the ac- 
count, the source from which received, 
rates of compensation and other infor- 
mation of a general character. In per- 
sonal trusts this record will also give 
the names, ages and addresses of bene- 
ficiaries, trust investment provisions, dis- 
tribution directors, and, in court trusts, 
a memorandum on filing and approval 
of accounts. In corporate trust accounts, 
this record will show amounts of total 
issue, total certified, retirements, record- 
ing of mortgage, defaults and when they 
occur, and status of proceedings. This 
record may be inserted in the trust 
ledger, or carried in a place for ready 
reference by those administering the 
account. 


(2) Cash Sheet: All cash in the ac- 
count should be divided into income and 
principal, and this segregation should 
always be maintained. The individual 
“cash sheet” should contain columns for 
dates, description of items, debit, credit, 
and balance of income; debit, credit and 
balance of principal, and a “total cash” 
column. In some banks, separate sheets 
are used for principal and income, and 
under this system there would be no 
“total cash” column. Many institutions 
post to this sheet from a journal; in 
smaller banks the journal, as a separate 
book, is eliminated, and the cash and 
assets entries go directly onto the cash 
and asset sheet as original entries. A 
journal is, however, a desirable record. 

(3) Asset Sheet: Receipt or delivery 
of assets of every nature, except cash, 
should be recorded on the asset sheet in 
columns under such appropriate head- 
ings as the following: bonds, stocks, 
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mortgages, real estate, savings and: cer- 
tificates of deposit, and miscellaneous 
or sundry. Some banks properly in- 
clude under “miscellaneous,” such assets 
as wills, jewelry, unsecured notes, chat- 
tel mortgages, contracts for deed, furni- 
ture, insurance policies, automobiles, 
machinery, grains, judgments, claims, 
receiver's or trustee’s certificates, tax 
receipts and certificates, etc. The “as- 
set sheet” should have a column for 
description of items and date of receipt 
or delivery. The last column of the 
page should show a total of all assets 
other than cash, and the total of these 
various columns in all the trusts will 
equal the total of the classified pages of 
the general ledger or control, other than 
the cash control. In some institutions, 
the debit, credit and balance columns 
for invested funds are shown on trust 
ledger, along with the above mentioned 
cash columns. The “cash” and “assets” 


sheets should be of different colors. 
This asset sheet may not be necessary 
where proper controls (cards, etc.) are 


maintained. 

(4) Asset Ledger: The assets pres- 
ently held should be fully described in 
an “asset” ledger or on individual cards. 
It is advisable to have the pages or 
cards of varied colors in order to iden- 
tify the various classes of assets at a 
glance. These pages or cards should 
be totaled, then checked with the con- 
trol, and, when found to be in balance, 
may then be used in checking the securi- 
ties in the vault. With reference to 
real estate mortgages held, the asset 
ledger sheets or cards will carry infor- 
mation on description of security, as- 
sumptions, if any, personal responsi- 
bility of obligors, insurance in force, 
unpaid balance of principal, purchase 
price or acquisition value, source and 
date of acquisition, and interest or divi- 
dend status. Real estate ledger sheets 
will show insurance in force, unpaid 
balance of mortgages, and so forth. 

(5) General Ledger or Control: The 
general ledger should be divided into 
pages for cash, overdrafts and advances, 
bonds, stocks, mortgages, participations, 
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real estate, savings and certificates of 
deposit, miscellaneous and other  so- 
called general ledger accounts. The total 
on the “bond general ledger” page, for 
example, will show the total bonds held 
in all of the fiduciary accounts and so 
with all other subdivisions. |A page for 
“invested trust funds” should carry the 
totals of all the other general ledger or 
control pages except cash. A “deposi- 
tory” page may be used to show all cash 
on deposit. 

All cash should be deposited on the 
day it is received and all securities 
should be written up and placed in the 
vault on the day of receipt. Commis- 
sions as received should appear in the 
“commissions account” until disbursed 
to the undivided profits account of the 
bank periodically. 

(6) Daily Statement: Most institu- 
tions with considerable volume use a 
“statement” sheet, showing, as of any 
particular day, the assets consisting of 
totals of bonds, stocks, mortgages, etc., 
and cash, and liabilities consisting of 
invested and uninvested trust funds, 
income cash, commissions, etc. 

(7) Liability Ledger: This book is a 
memorandum ledger and should contain 
descriptions of all liabilities of the trust 
accounts to others, such as accounts pay- 
able, judgments against the decedent or 
his estate, bills payable, etc., but should 
not be reflected in the individual and 
general ledger controls. These liabili- 
ties should not appear in the statement 
as liabilities of the fiduciary institution. 
Unless authorized by the trust instru- 
ment or court order, the fiduciary should 
not borrow money and/or pledge or 
mortgage trust assets as security. 

(8) Earnings Ledger: A simple record 
to show earnings, fees received, etc. 

(9) Investment Service: An institu- 
tion should have at least one first-class 
investment service, assuming the bank 
holds investment securities in an amount 
sufficient to justify such a service. 

The following principles are elemen- 
tary: 

(1) Every asset of every kind must 
be shown on the books and records at 
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some value (inventory, appraised, or 
cost value should be used). Worthless 
assets, or those of doubtful value, should 
be carried at a nominal value. Where 
the institution uses nominal or par 
values for control purposes, the exam- 
iner will use these figures in the balance 
sheet only where the use of the cost or 
inventory figures would be impracticable 
or impossible without great effort and 
expenditure of time. Generally, assets 
should not be carried at nominal or par 
values. The institution should use the 
cost or inventory values and where pos- 
sible these figures should be used in pre- 
paring the balance sheet or statements. 

(2) Original or certified copies of the 
following instruments should be in the 
fiduciary’s files: Wills, trust agreements 
or indentures, court inventories and ap- 
praisements, letters testamentary, of ad- 
ministration, or of guardianship, court 
orders and decrees, accounts and reports 
to courts and individuals, co-fiduciary’s 
approvals or consents, receipts, land ap- 
praisements, abstracts, those documents 
mentioned elsewhere in this manual un- 
der “corporate trusts,” and all instru- 
ments of importance. 

(3) An institution will ordinarily 
find it necessary to employ auxiliary 
records such as tickler cards, prospective 
business records, will record, history 
sheets, tax ledgers, and securities in- 
dexes (for checking called bonds, rights, 
etc.). Books and records should clearly 
and accurately tell the whole story. 


e- 
“A VERBAL MONSTROSITY” 


THE word combination “and/or” has 
appeared before the courts, and been 
declared ‘‘a befuddling nameless thing,” 
“a janus-faced verbal monstrosity,” by 
Justice Chester A. Fowler, of the Wis- 
consin Supreme Court. We give his 
judgment in full, for the benefit of 
all those who have been perplexed and 
annoyed by the combination: 

“It is manifest that we are confronted 
with the task of first construing ‘and/or,’ 
that befuddling nameless thing, that 
janus-faced verbal monstrosity, neither 
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word nor phrase, the child of a brain 
of some one too lazy or too dull to know 
what he did mean, now commonly used 
by lawyers in drafting legal documents, 
through carelessness or ignorance or as 
a. cunning device to conceal rather. than 
express a meaning with a view to fur- 
thering the interest of their clients. We 
have observed the ‘thing’ in statutes, 
in the opinions of the courts and in 
briefs of counsel, some learned and some 
not.” 


BANKS SHOULD USE INVEST- 
MENT SERVICE 


In the purchase of industrial bonds, the 
word bond printed on a beautifully en- 
graved piece of paper means absolutely 
nothing. Past experience should have 
taught most of us a lesson, that there 
are four persons who cannot tell us what 
kind of bonds to buy and. sell: The 
banker himself, the professional bond 
salesman, your city correspondent, and 
the bank examiner. G. C. McCall, 
cashier of the First National Bank at 
Norton, Virginia, included these state- 
ments in a recent address on how to 
run a small bank’s bond account. He 
suggests the following: 

“So, if you have money to invest 
either for government bonds or indus- 
trial bonds, don’t try to buy them your- 
self, don’t depend on your city corre- 
spondent, but get a service of some kind, 
which does nothing but give advice with 
regard to bonds. Not someone who has 
bonds to sell, or who buys and sells 
bonds, but someone who does nothing 
but keep up with the market, industria! 
conditions and individual conditions 
which are reflected in the market, de- 
termining the goodness or unworthiness 
of bonds. Pay for this service as you 
would a lawyer, not to get you out of 
trouble, but to keep you out. I have 
no preference for any service, just get 
a good recognized service. This is one 
place your city correspondent could be 
of service to you, in giving you some 
advice as to the proper service to em- 
ploy.” 
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CORRECTING A FALSE 
IMPRESSION 


WE have recently learned that a book 
review which appeared in this depart- 
ment in our issue of July, 1935, is being 
cited as evidence that this MAGAZINE 
is opposed to the Uniform Small Loans 
Law which is sponsored by the Russell 
Sage Foundation. The review in ques- 
tion was of a book entitled “The Small 
Loan Racket,” by Charles Corzelle, 
which criticized the high rates charged 
under the Uniform Small Loans Law, 
claiming that such rates were too high 
and were unfair to borrowers. We are 
now informed that this book is being 
cited by interests who are seeking to 
have the Uniform Small Loans Law 
repealed, not in the interest of saving 
money for borrowers, but in order to 
give loan-shark companies a chance 
to operate unhampered by any regula- 
tory legislation. 

While there may be some difference 
of opinion as to just what rate a 
legitimate loaning company must charge 
in order to meet the reasonable costs 
of operating this type of business, there 
can be no argument against the con- 
tinuance of laws which enable legiti- 
mate companies to operate and make 
it impossible for loan-sharks to take 
advantage of needy borrowers. THE 
BANKERS MAGAZINE is, and always has 
been, in ‘hearty favor of legislation that 
will accomplish this very desirable pur- 
pose and recognizes the splendid work 
which the Russell Sage Foundation and 
other agencies have accomplished in 
eradicating the loan-shark evil. 

Loan-sharks and high rate lenders 
have long been fought by agencies hav- 
ing at heart the welfare of persons who 
must borrow small amounts of money 
but do not enjoy credit with banks and 
have not property which can be used 
as collateral. Usury laws have been 
little protected against the abuses prac- 
ticed by illegal lenders. 

Lending agencies requiring the signa- 
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tures of responsible guarantors, either 
as co-makers or endorsers, and credit 
unions serve some of the needy bor- 
rowers. But many persons, and per- 
haps those who need most to borrow, 
cannot or do not wish to provide co- 
makers or endorsers and cannot join 
a credit union. Among these borrowers 
the loan-sharks find their victims. 

The Uniform Small Loans Law, orig- 
inally sponsored by the Russell Sage 
Foundation and a group of charitable 
organizations, is designed to provide a 
source of funds to be loaned to needy 
borrowers by private companies operat- 
ing under the ‘supervision of state bank- 
ing departments. Under most laws the 
legislature fixes the maximum charge, 
which covers all the expenses, includ- 
ing investigation, bookkeeping, collec- 
tion, and interest. A system of licensing 
and close supervision by state officials 
insures compliance with the law by 
the lending companies, and protects 
helpless borrowers from the abuses 
which have always gone with illegal 
high rate lending. 

Most states which have adopted the 
Uniform Small Loans Law merely fix 
a maximum rate of charge for all loans 
and then rely on competition among 
the licensed lenders to secure whatever 
rate reductions are economically pos- 
sible. The Massachusetts law has the 
interesting variation of establishing a 
maximum and authorizing the bank 
commissioner to fix any lower rates 
which, in his discretion, he deems 
equitable. Loans may be classified ac- 
cording to the different types of se- 
curity which the borrowers offer and 
different rates may be established for 
the various categories. 

Whenever the administrative official 
is left free to do a scientific and thor- 
ough job of fixing rates without politi- 
cal intermeddling, the Massachusetts 
plan seems to us good policy. Rates 
should be as low as possible, but not 
so low that legitimate business cannot 
earn a fair profit after paying the heavy 
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expenses involved in making and col- 
lecting numerous loans of small 
amounts. Only a competent state of- 
ficial fully informed of conditions in 
his state can fix a rate representing the 
delicate balance between fairness to the 
borrower and a reasonable return on 
money invested in the business. 

Massachusetts has been a pioneer in 
this field, and its law and the admin- 
istration of it have been widely copied. 
Both have the enthusiastic support of 
social agencies in the state, which ap- 
preciate the benefits which the law has 
provided for borrowers. 

Earl E. Davidson, the supervisor of 
loan agencies of Massachusetts, has 
been recognized by borrowers and lend- 
ers alike as an able and impartial 
administrator of the law. The National 
Conference of State Small Loan Super- 
visors has also recognized him as a 
leader by electing him president of its 
association for the current year. 

Our investigation convinces us that 
the Uniform Small Loans Law should 
have the support of every one who 
does not desire the return of the loan- 
shark whom that law has so success- 
fully driven out of the states where 
it is in force. 


BOOK REVIEWS 


BANKRUPTCY IN UNITED StTaTEs His- 
TorY. By Charles Warren: Harvard 
University Press, 1935. Pp. 195. 
Price $2.00. 


THE steps which have recently been 
taken to expedite action on the Sab- 
bath bill to amend the National Bank- 
ruptcy Act to provide for appointing 
the Securities and Exchange Commis- 
sion or the Comptroller of the Cur- 


rency or some other Governmental 
agency to act as conservator in all 
proceedings under Sections 74 and 
77B of the Federal Bankruptcy Law 
draws attention, not alone to existing 
abuses—which are many—but also to 
the long and stormy history of this 
type of Federal legislation. The ap- 
pearance of a history of this subject at 
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this moment is, therefore, timely, espe- 
cially when it is one by an authority 
so well recognized as Charles Warren. 

The author divides the history of 
bankruptcy in this country into three 
periods. The first, from 1789 to 1827, 
he calls “The Period of the Creditor”; 
the second, from 1827 to 1861, he 
names “The Period of the Debtor”; and 
the third, from 1861 to 1935, he desig- 
nates as “The Period of National In- 
terest,” calling attention in this way 
to emphasis of the legislation of these 
several periods. 


One of the most significant factors 
developed is the sectional nature of the 
support and opposition to bankruptcy 
legislation, the usual division being be- 
tween the South and West on the one 
hand and the East on the other. In 
some instances, the support for bank- 
ruptcy laws has come from one section 
and at other times from another de- 
pending on the nature of the law under 
consideration. 


The constitutionality of bankruptcy 
laws has frequently been questioned 
from the time of the first Federal legis- 
lation on this subiect down to the de- 
cision of the Supreme Court in 1935 
when it - declared the Frazier-Lemke 
Act unconstitutional in Louisville Joint 
Stock Land Bank v. Radford (295 
U. §. 555). In general, legislation on 
this subject has been held constitu- 
tional when litigation has reached the 
highest court. 


Another interesting point brought 
out in this volume is the frequency 
with which bankruptcy legislation en- 
acted by one Congress has been re- 
pealed by a later Congress. The pres- 
ent statutes are the result of a long 
continued series of experiments which 
do not appear yet to have come to an 
end. 

Frequent quotations are made from 
debates in Congress on this subject and 
the book is well documented with cita- 
tions which are grouped in notes at 
the close of the text. This makes the 
volume both readable for the layman 
and useful for the attorney. Particu- 
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larly under existing conditions, this 
book should be of interest and assist- 
ance to the banker. 


Money AND BANKING. By George Wil- 
liam Dowrie, Ph.D. New York: John 
Wiley & Sons, Inc. $3.25 (plus post- 
age). 

THis volume is designated as “a com- 

plete, practical and concise introduction 

to the study of money and banking, in- 
cluding a comparative summary of 
monetary problems and policies of other 
leading countries, as well as the impor- 
tant and up-to-date developments in 
this country.” Such designation is well 
borne out by the contents of its more 
than 500 pages. It is comprehensive in 
scope, so much so in fact as necessarily 
to render treatment of some of the topics 
exceedingly brief, but this is compen- 
sated for by the all-inclusive character 
of the work. It is exceedingly valuable 
for its wealth of information regarding 
all phases of money and banking. 
Professor Dowrie thinks that after 
this country cut loose from gold it might 
as well have tried to stabilize the price 
of dodo birds as to expect to raise the 
price level by devaluing the dollar. 


PasT AND PRESENT Facts ABOUT 
MOoNEY IN THE UNITED StaTeEs. By 
Paul Bakewell, Jr. New York: The 
Maemillan Co. $2.00. 


Ir one wishes to find, in a relatively 
brief compass, the facts about our 
money, he may turn to this volume with 
confidence and satisfaction: The quota- 
tions from statutes and court decisions 
are ample, and show just what has hap- 
pened in our monetary history. 

Those of orthodox views will here 
find ample support for their opinions in 
the facts and the arguments based upon 
them. Even those who dissent from the 
author's viewpoint will find the facts 
invaluable as a source of reference. 

Professor Bakewell handles the mone- 
tary policy of the Roosevelt Administra- 
tion with vigor and scorn. He plainly 
doesn’t like it, and tells why in a 
language no one will experience the 
least difficulty in understanding. 
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The banker not readily ‘having at 
hand the facts relating to our monetary 
system will be able to get this informa- 
tion here. 

THE PROBLEM OF Poverty. By John 

Rustgard. New York: D. Apple- 

tonCentury. $2.00. 


BECAUSE men are differently consti- 
tuted, inequalities in the distribution 
of wealth are inevitable, according to 
the author of this book. He therefore 
explains why some are rich while more 
are poor, and must remain poor unless 
thrift and superior intelligence and 
effort qualify them for admission to 
the propertied classes. Along this line 
of reasoning Mr. Rustgard discusses the 
vital questions of wages and hours of 
labor, unemployment, the effects of the 
machine, the farmers’ plight, the con- 
centration of capital, taxation, currency 
inflation, the system of production and 
distribution of consumable goods. 


MOoNEY AND BANKING. By Frederick 
A. Bradford. New York:  Long- 
mans, Green and Co. $3.75. 


THis is a new, revised and reorganized 
edition of this book. It now includes 
a concise summary of the monetary de- 
velopment of the present Administra- 
tion, describing the Thomas Inflation 
Amendment, the abrogation of the gold 
clause, the failure of the World Eco- 
nomic and Monetary Conference, the 
Gold Purchase Plan, the Gold Reserve 
Act of 1934, the Silver Purchase Act 
of -1934, the retirement of national 
bank notes, the silver policy of the 
Government, the famous gold cases, and 
the recent predisposition of the Admin- 
istration toward international stabiliza- 
tion. 


THE GHOST IN THE BALANCE SHEET. 
By Challiss Gore. New York: Scien- 
tific Press. $1.00. 

INADEQUATE reserves to care for de- 

preciation, obsolescence or expansion 

are the principal causes of business fail- 
ures asserts the author of this little 
book. ‘He cites typical cases of manu- 
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facturing and retail operations which 
came to grief by regarding depreciation 
as a “bookkeeping item” instead of a 
funding requirement. 


INVESTMENT FUNDAMENTALS. By 
Roger W. Babson. New York: 
Harper & Bros. $3.00. 


THE purpose of this book is to help 
investors save consistently, invest wisely, 
and profit well. It therefore describes 
various kinds of investments and many 
classes of securities. Sources of infor- 
mation and how to use them are dis- 
cussed in detail, together with other 
information which every investor should 
have as a groundwork upon which to 
build an estate. The author has en- 
deavored to set forth a method of in- 
vesting which can be used at all times, 
no matter what the outlook for business 
and the markets, and he warns against 
the danger of putting all of one’s eggs 
in one basket. 


EcoNOMIC PLANNING. By G. D. H. 
Cole. New York: Alfred A. Knopf. 
$3.00. 


THE reader of this book—which con- 
tains much material written specifically 
for Americans, although the author 
is an economist at Oxford, and an ad- 
viser to the British Government—will 
learn just why it is proposed that we 
create and conform to an economic 
plan, what the resources of production 
are, the nature of production and dis- 
tribution in a “free society,” the possi- 
bilities of planning under capitalism 
(both in single industries and in the 
entire life of a community), the prob- 
lems arising from the planning of agri- 
culture, foreign trade, money, and in- 
comes, the nature of the machinery of 
national planning, and the results of 
planning in other countries. 


LAND AND UNEMPLOYMENT. By James 
F. Muirhead. New York: Oxford 
University Press. $2.50. 


THE policy, advocated by Henry 
George, known as the “single tax” 
movement, involved the state ownership 
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of land, and its lease to individuals in 
return for rent paid to the community. 
In this book the author puts forth an 
eloquent plea for its consideration, not 
as a Socialist panacea, but as a bulwark 
against encroaching Socialism. 


INVESTMENT PRINCIPLES AND PRAC- 
TicEs. By Ralph Eastman Badger 
and Harry G. Guthmann. New 
York: Prentice-Hall. $6.00. 


THE economic changes which have 
taken place in the investment field dur- 
ing the brief period since the original 
publication of this book have been so 
spectacular and far-reaching as to make 
many of the statistics and illustrations 
read like the history of another era. 
Continued demand made revision im- 
perative, and important new material 
has been added, such as recent historical 
developments and references to the 
many researches that have enriched the 


field. 


History OF THE LONDON DISCOUNT 
MarKeET. By W. T. C. King. Lon- 
don: George Routledge & Sons, 
Ltd., 68-74 Carter Lane, E. C. 15s. 

ALTHOUGH the existence in London of 
a specialized discount market largely 
explains her supremacy as a financial 
center, no previous attempt has been 
made to trace the evolution of the 
market as such, or to show how and 
why it came to assume its unique and 
superior form. The book is fully docu- 
mented, and contains many statistics 
relating to discount houses, the Bank 
of England, and the rate-structure. It 
breaks new ground in British banking 
history. 


INVITATION TO INDUSTRY. By William 
A. Rhodes. Boston: Christopher. 
$3.00. 

“INVITATION TO INDUSTRY” was first pre- 

sented in a series of letters to the 

President of the United States. These 

letters, together with their acknowledg- 

ments and replies are included ‘in the 
book, with White House acquiescence. 

The principles incorporated in the book 
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have not as yet been recommended to 
American business, except in frag- 
mentary form and in volumes of per- 
sonal correspondence. This volume is 
now offered to the man experienced 
in business, and to the reader interested 
in the forces of reality now at work. 

There are positive principles given. 
For example: In cities and in. states 
and in countries which are low-wage, 
hand work is best and cheapest. In 
high-wage districts, machine-made goods 
and parts are cheapest and output is 
most reliable. A composite product is 
best made of parts from a high-wage 
district put together in a low-wage 
area, and sold elsewhere. Definite ex- 
amples are presented and definite costs. 


BANK MANAGEMENT. By J. Franklin 
Ebersole. New York: McGraw- 
Hill. $5.00. 


Tuis book provides present and pro- 
spective bank managers with actual il- 
lustrations of the major problems which 
must be properly solved for successful 
bank administration. With few ex- 
ceptions, the cases cited are taken from 
actual banking practice, names being 
changed to prevent identification. The 
making of sound loans and investments, 
being the crux of efficient banking, has 
received initial attention. Liquidity is 
also stressed and a variety of administra- 
tive studies follow. The author is a 
professor of finance in the graduate 
school of business administration at 
Harvard University. 


PAST AND PRESENT Facts ABOUT 
MONEY IN THE UNITED STATES. By 
Paul Bakewell, Jr. New York: The 
Macmillan Co. $2.00. 


Here is a history of our money from 
1792, when Alexander Hamilton was 
Secretary of the Treasury, down to our 


own time. The author does not con- 
cern himself with banking or banking 
paper; he discusses only money and 
particularly our gold and silver money 
during this century and a half. He 
states facts and gives authority for them 
briefly and clearly. The chapter titles 
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include: The Uses and Purposes of 
Money; Our First Coinage Act; The 
Remedy Adopted in* 1834; The De- 
monetization of Silver in 1873; The 
Silver Purchase Acts of 1878 and 1890; 
The Gold Standard Act of 1900; Im- 
portant Court Decisions Relating to 
Money; The Radical Changes in Our 
System in 1933-34; Results of the 
Silver Purchase; The Power to Regu- 
late the Value of Money; The “Gold 
Clause” Decisions of 1935; What 
Other Nations Have Done. 


STATE TAXATION OF BANKS. By John 
Brooks Woosley. Chapel Hill: Uni- 
versity of North Carolina Press. 
$2.50. 

THIs study traces 
implications of the 
revolve around the taxation of banks, 
and evaluates the methods of bank 
taxation now in force in the several 
states. A suggested solution of present 
difficulties is offered for such considera- 
tion as its merits may warrant. The 
author is a professor of economics at 
the University of North Carolina. 


the evolution and 
legal issues which 


ORGANIZING AND FINANCING BUSINESS. 
By Joseph Howard Bonneville and 
Lloyd Ellis Dewey. New York: 
Prentice-Hall. $5.00. 


Tuis book is intended for use in col- 
leges in a course on basic business 
finance, which is to be followed by 
advanced courses in finance, banking, 
real estate, insurance, investments, etc. 
It is suitable for use also for any reader 
to gain a general knowledge of the 
subjects covered. It is a new edition, 
and includes changes due to new legis- 
lation and new business practices. 


POLAND AND HER Economic DEVELOP’ 
MENT. By Dr. Roman Gorecki. 
New York: Polish Information Serv- 
ice, 383 Madison Ave. 

Tuis richly illustrated and well docu- 

mented book gives a full picture of the 

economic development of the Polish 

Republic during the seventeen years 

which elapsed since the independence 
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of Poland was proclaimed by Marshal 
Pilsudski on October 11th, 1918. The 
author, in his capacity as president of 
one of the most important Polish banks, 
proceeds from a description of the 
general conditions of the state of the 
country at the close of the great war, 
from which it suffered almost a com- 
plete destruction of economic resources, 
through an account of the work of 
reconstruction so brilliantly accom- 


plished by the united efforts of the 
Polish nation, to a statement of the 
position as it is today. 


THE BANKING SYSTEMS OF GREAT 
BRITAIN, FRANCE, GERMANY, AND 
THE UNITED STATES OF AMERICA. 
By Kenneth MacKenzie. New York: 
The Macmillan Co. $1.25. 


THis work gives a description in handy 
form of the banking systems of the 
leading countries of the world. The 
book will naturally appeal to the bank- 
ing community, but the general reader 
interested in economics and finance will 
find it readable and its information well 
arranged and up-to-date. 

The present edition contains two ad- 
ditional chapters in which reference is 
made to the functions of Central banks, 
to further points of contrast in the 
banking systems dealt with, to some 
present-day banking and financial prob- 
lems, and the Macmillan Committee’s 
views regarding same. Because of its 
importance, reference is also made to 
the American crisis of 1933, its causes 
and effects, and to the Act of 1933 
resulting therefrom. 


BALANCING THE ECONOMIC CONTROLS. 
By Russell A. Stevenson and Roland 
S. Vaile. Minneapolis: The Uni- 
versity of Minnesota Press. $1.50. 


THE economic aspects of the five-year 
program of research recently concluded 
by the Economic Stabilization Research 
Institute are summarized in this book. 
The recommendations made, which are 
specific and practical, are based on the 
findings assembled in the course of 
intensive studies. The authors discuss 
the competitive position of Minnesota 
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and the Northwest, the prospects for 
new industries, what they believe to be 
the probable future development of the 
region, where government control of 
business might be applied beneficially, 
and what other methods would help 
remedy present difficulties. The pro- 
gram they outline might be undertaken, 
they believe, without serious disruption 
of American economic institutions. 


RULERS OF AMERICA. 
ester. New York: 
Publishers. $3.50. 


THIs is a comprehensive study of the 
financial monarchs of the United States 
and the extent of their control. Using 
the Marxist approach, the author shows 
how their financial empires developed 
with the growth of capitalist industry 
and banking in this country. The 
first part of the book deals with the 
major financial groups—the Morgan, 
Rockefeller and Mellon interests—de- 
scribing the confusion of rivalry and 
co-operation among them. In the next 
section Miss Rochester illustrates how 
control operates in banking and insur- 
ance and how the leading financial 
groups function in certain basic in- 
dustries. 


By Anna Roch- 


International 


You, UTILITIES AND THE GOVERN- 
MENT. By Ernest Greenwood. New 
York: D. AppletonCentury. $2.00. 


THE author of this book is an author- 
ity on the subject of utilities, and in 
this book he makes direct charges (1) 
that the Wheeler-Rayburn Utilities Act 
is the culmination of the Administra- 
tion’s plan to destroy privately-owned 
utilities; (2) that this act makes the 
utilities the spearhead of a movement 
to destroy large-scale business in the 
United States; (3) that the attack upon 
the utilities is the first step in giving 
the Constitution and our present form 
of democratic government the tradi- 
tional “works.” He also discusses the 
popular bogeys of the “Power trust,” 
the “yardstock” theory, the utilities 
lobby, and the “big, bad” holding com- 
panies. 





606 


STUMBLING INTO SOCIALISM. By David 
Lawrence. New York: D. Apple- 
ton-Century. $1.50. 


Tuis book offers a timely challenge to 
the millions in the United States who 
are dissatisfied with the tactics of both 
the Republican and Democratic parties, 
but who find nothing to take their place 
in the doctrines of Upton Sinclair, 
Huey Long, and other political spell- 
binders. Mr. Lawrence makes an in- 
formed attack on the present Admin- 
istration, but he also offers constructive 
criticism. He condemns both major 
parties, the Republicans because they 
have no strong leader and are divided 
by reactionary and progressive factions; 
the Democrats because they have been 
gradually encroaching on the rights of 
states and individuals. He calls for 
the formation of a new “Constitu- 
tional” party. 


MANAGEMENT OF AN ENTERPRISE. By 
C. Canby Balderston, Victor S. 
Karabasz and Robert P. Brecht. New 
York: Prentice-Hall. $5.00. 


In this book the significant phases of 
management are presented in a manner 
sufficiently elementary to enable the 
reader to grasp their meaning at once. 
The development of the subject pro- 
ceeds from the tangible to the intan- 
gible. It begins with product and with 
physical facilities; it ends with organ- 
ization and with personnel relations. 
The treatment is well-balanced and in- 
cludes problems and cases to emphasize 
the application of management prin- 
ciples. Whenever possible, the authors 
draw contrasts between the applica- 
tion of a given phase of management 
in manufacturing plants and its applica- 
tion in other types of business, such as 
banking, retailing, hotel operations, etc. 


MonEY AND BANKING. By Horace 
White. Boston: Ginn. $2.80. 


Tuis is a revised and enlarged edition 
of one of the well-known text-books 
on money and banking. As the author 
is no longer living, the revision was 
undertaken by Charles S. Tippetts, 
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Ph.D., dean of the school of business 
administration of the University of 
Pittsburgh, and Lewis A. Froman, 
Ph.D., assistant professor of economics 
at the University of Buffalo school of 
business administration. 


THE HANDBOOK OF THE 
Union. Compiled by 
Russian Chamber 
New York: John Day. $3.00. 


AMERICAN industrialists and business 
men will find this book useful in gaug- 
ing the capacity of the Soviet Union 
to consume American products, and 
as a guide in promoting the sale of 
goods in the USSR. This book tells 
what the Union has bought in the past 
and outlines its plans of further devel- 
opment. Students of education, public 
health, labor problems, agriculture, 
trade, municipal services, finance, etc., 
will find chapters on these fields. 
Special sections on touring and regula- 
tions for foreigners give essential in- 
formation. 


Soviet 
American- 
of Commerce. 


MONETARY MISCHIEF. By 


George 
Buchan Robinson. New York: Co- 
lumbia University Press. Price, $2.00. 


As early as 1927 the author of this 
volume observed various kinds of mone- 
tary mischief which he believed were 
building up a vast amount of trouble 
for the nation. As the situation, from 
his viewpoint, went from bad to worse 
from 1927 to 1929; he undertook to 
analyze its manifestations. That he 
was far ahead of most of the nation 
in seeing the danger spots, and that he 
had the courage to speak out is dem- 
onstrated in several papers which he 
wrote for the Annalist and which ap- 
peared in 1929. In these Mr. Robinson 
told the story of the inflated credit con- 
dition then existent. 

Mr. Robinson, who writes with a 
background of twenty-five active years 
in the financial world as well as from 
the viewpoint of the student, finds that 
our monetary sins are not new. They 
started with the manipulations used in 
financing the war. They continued with 
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the perversion of the intended purposes 
of the Federal System and with the 
great credit inflation of 1924-29. And 
they are still in existence today ‘with 
the seat of monetary mischief trans- 
ferred from Wall Street to Washington. 


THE ECONOMICS OF INFLATION. By 
H. Parker Willis and John M. Chap- 
man. New York: Columbia. $4.50. 


INFLATION, particularly as it is related 
to present day American monetary 
policy, is here studied in both its theo- 
retical and practical aspects. There 
are chapters on its relation to banking, 
to money and to industry; to the farmer 
and the business man—to almost every- 
one who is affected by inflation. The 
conclusions reached are important and 
in many respects unorthodox. The 
book has a dozen chapters by the two 
authors and eleven monographs. by other 
competent observers. It is one of the 
most definitive works produced on in- 
flation as it applies to the United States 
today. 


DEFICITS AND DEPRESSIONS. By Dan 
Throop Smith. New York: Wiley. 
$2.50. 


Tuis book is essentially an analysis of 
the relations between government fi- 
nancing and the banking system and 
their effect on business. Particular at- 
tention is devoted to the problems of 
deficit financing. It provides a judi- 
cious and impartial survey of the va- 
rious dangers and benefits which may 
arise from the unbalanced budget. A 
complete and detailed study of the 
technique of handling Treasury funds 
occupies the first two chapters. Em- 
phasis is placed on the significance to 
the banks of alternative methods, and 
the influence of government activities 
upon bank reserves and lending capac- 
ity. The third chapter is devoted to a 
survey of war finance. Such a study 
seemed desirable because of the inade- 
quacies of much of the discussion of 
fifteen years ago in the light of recent 
developments in monetary theory. It 
serves also as a background for the 
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consideration of depression finance, a 
subject which occupies the last four 
chapters of the book. 


GraPHs—How To Make AND UsE 
THEM. By Herbert Arkin and Ray- 
mond R. Colton. New York: Harper 
Bros. $3.00. 


THis book supplies a long recognized 
need for a simple, clear and inexpensive 
manual on how to make and use graphs 
for a great variety of purposes. All 
the usual methods of graphic presenta- 
tion are described so that the beginner 
can readily learn how to proceed. And 
the more advanced mathematical ap- 
plications are offered to the more ex- 
perienced user. Illustrations of all 
applications are reproduced from a 
number of fields including business, 
education, economic, engineering, na- 
tural sciences, etc. 


Man Ative! Forty Years To Go! 
By Harvey Blodgett. St. Paul: The 
Blodgett Press. Price $1.00. 


THis is a small book by a business ex- 
ecutive for forty years, who has raised 
five sons, and who has ridden on the 
crest and wallowed in the deep valleys. 
His message is not sugar-coated, but is 
spiced with common sense, and filled 
with interesting stories from real life. 
It is especially appropriate for these 
times when tail-enders, leaners, and 
even down-and-outers need encourage- 
ment for a fresh start. 


A PLAN FOR SELF-MANAGEMENT. By 
Everett W. Lord. Revised Edition. 
New York: Ronald Press. $2.00. 


Tuis book is a discussion of the rules 
and principles of what the author calls 
“self management.” Since success in 
banking, as in every other field, depends 
in the last analysis on the use which 
the individual makes of his own abilities 
this book should be valuable and in- 
spiring to the young, ambitious banker 
who is anxious to get ahead. The author 
is the dean of the College of Business 
Administration, Boston University. 
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PAMPHLETS 


THE Money Prosiem. By Jos. V. 
Collins. Menasha, Wis.: George 
Banta Publishing Co. 

THis is an article which gives a mathe- 

matical solution to the money problem, 

which is the opposite to that of Irving 

Fisher, and which the author considers 

rational as compared with the arbitrary 

one of the New Deal. 


THE British MONETARY SysTEM. By 
Eric M. Carter. London: Gee & Co. 
6 Kirby Street, E.C. 1. Sixpence. 


Tuis is an article written by an ac- 
countant, dealing with the subject of 
the British monetary system from an 
accountancy point of view. 


WuHaAT WILL DEVALUATION MEAN TO 
You? By E. C. Harwood. Cam- 
bridge, Mass.: American Institute 
for Economic Research. $1.00. 


THIS 64-page pamphlet on the above 
subject includes five other articles: 
Adjusting Life Insurance Plans to a 
Smaller Dollar; Preserving the Buying 
Power of Savings; What to Do with 
Future Savings; Protection Against a 
Rising Cost of Living; Devaluation and 
Your Investments. 


INFLATION. By E. C. Harwood and 
Donald G. Ferguson. Cambridge, 
Mass.: American Institute for Eco- 
nomic Research. $1.00. 


THIS 64-page pamphlet covers the sub- 
ject of inflation, its varieties and conse- 
quences, inflation in Germany and 
France, and American experiences with 
inflation. 


THE BANK CHARTERING History AND 
PoLicigs OF THE UNITED STATES. 
New York: Economic Policy Com- 
mission, American Bankers Associa- 
tion. 


TuHis is a 48-page pamphlet dealing 
with the question, “How many banks 
are needed in the United States?” It 
discusses the number of banks, charter- 


ing policies, banking changes by states, 
failures, bank capital. 


A Seconp Primer. By Samuel 
Crowther. New York: Chemical 
Foundation, Inc. 


Tuis is a discussion of foreign trade, 
and its workings and proper place in 
our national economy, showing the re- 
sults of a year of simple arithmetic. 


A PRINTER TELLS THE PRESIDENT 
How To CreaTE More Joss THAN 
Men WitHouT Cost To GOVERN- 
MENT. By H. Ellenoff. New York: 
Beaverbrooke Printing Co. Inc. 25 
cents. 

In question and answer form the author 

of this pamphlet expands his idea of 

sound economics. 


MutuaL Savincs BANKS IN BALTI- 
MORE. By Robert 'W. Thon, Jr. 
Baltimore: Johns Hopkins Press. 
$1.25. 

Tuts 100-page pamphlet considers the 
problems of savings banking in Balti- 
more. It includes chapters on regula- 
tion, taxation, investment problems and 
policies, earnings, dividends and surplus, 
and useful appendices. 


STATE BANK FAILURES IN MICHIGAN. 
By Robert G. Rodkey. Ann Arbor: 
University of Michigan. 


OPERATING RESULTS OF CALIFORNIA 
Retait Stores: 1934. By Harvey J. 
Rudolph. Stanford University Press. 
25 cents. 


PROSPECTS FOR INFLATION. A Con- 
ference held at the University of 
Minnesota. Minneapolis: University 
of Minnesota Press. 85 cents. 


BANKING DEVELOPMENTS IN NEW 
York STATE 1923-34. Commission 
for Study of the Banking Structure. 
New York State Bankers Association. 


THE SociaL Crepit ProposALts. New 
York: New Economics Group of 
New York, 55 Fifth Ave. 











an expensive in terlude 


From a crest in 1929 financial advertising ebbed through 1933. Some 
banks eliminated advertising or so materially reduced its volume that a 
part of the public was never sure which were the open banks. The inter- 
lude was expensive, but perhaps two lessons were learned: The main- 
tenance cost of good-will is less than the cost of its rebuilding; advertising 
is made more effective by continuity. 


Fortunately, many banks carried on. So, too, did the Financial Adver- 
tisers Association. There were membership losses but the roster carried 
the names of most of the nation’s leading banks. The spirit of coopera- 
tion—the interchange of ideas for mutual benefit— gained in strength. 
After the development of two decades, the Association, sound theoreti- 
cally and sound financially. functions efficiently in coordinating ideas and 
plans and disseminating them to members. An invitation is extended to 
banks and trust companies to join the Association. Concentrating on 
advertising, new business and customer (or public) relations, operating 
costs are low and so are dues. 


Write to Preston E. Reed, Executive Secretary, 231 South La Salle Street, 
Chicago, for information regarding the Association and a copy of its 
current BULLETIN—no obligation. 


creates neither confidence nor good will. 





PROMPT and RELIABLE 
information about Canada 


OvuR New York Agency is in close touch with every 

phase of Commercial and Financial activity in the 
Dominion and is well equipped to assist and serve cor- 
porations, firms and individuals interested in Canada. 
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arranged 
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